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TRI-POSTER for handling LAYAWAY or IN- 

STALMENT accounts saves time and reduces the 

possibility of errors to a minimum. Ledger Cards, 

Customer's Receipt, or Pass Book if preferred, and 

Journal are all posted in one writing, giving . . 

@ Positive assurance of posting to the correct 
account. 

@ Positive assurance that all records agree. 

e@ Proof of correct extension of balances. 

@ Up-to-date posting on all accounts at all times. 


No business is too large or too small to use the 
TRI-POSTER System. The low cost permits instal- 
lations in various departments and branches. No 
experience is required to operate. 


Journal Sheet is placed in 
machine at beginning of 
day and filed as a perma- 
nent record. Duplicate 
Journal Sheets if desired. 





Write for FREE folder TODAY. Find out how YOU can 
save money by using TRI-POSTER Systems. Available with 
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Executive Officer, Office of 
Defense Transportation 


HE new Second Edition 

of this standard au- 
} thority on the interpreta- 
/ tion of railroad operating 
statistics and their relation 
to revenues and expense 
accounts has been com- 
pletely revised, enlarged 
and illustrated. Application of methods set forth are exempli- 
fied in the comparison of operating statistics of two large 
railroads by means of their detailed annual reports of reve- 
nues and expenses to the I.C.C. Any accountant who seeks & 
sound interpretation of the Uniform System of Accounts pre- 
scribed by the I.C.C. for the railroads will find it in Mr. 
White's book. Accountants are given a clear idea of the use 
that can be made of the figures prepared by the accounting 
department in analyzing operations of a railroad. The experi. 
enced analyst will find it full of handy short cuts and helpful 
hints. The inexperienced can learn where the information 
can be found and how it should be compiled. 1946. 2nd. 306 
pages, 5 charts, 87 illus., 29 tables, index, 6 x 9, cloth, $5.00. 
(Accounting Classifications of A.A.R. 30¢). Sent on 10 days 
approval. 
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This car is running with an EMPTY “gas tank! 


— AFTER the gas gauge says “empty” a 
-4 modern car can keep going for a good many 
miles. Here’s why. 

Automobile manufacturers know human na- 
ture. They figure that, sooner or later, we'll get 
careless, or misjudge how far we have to go. So 
the gas gauge is set to show “empty,” while there 
are still a couple of gallons left in the tank. 

This reserve supply is a swell idea that has 
kept many a family from getting stuck. 

It’s an even better idea for a family’s budget! 

A reserve supply of dollars is a lifesaver in case 
of financial emergency. It will keep your family 
going if sudden illness strikes, or unexpected ex- 
penses show up. 


And one of the easiest ways to build just such 
a cash reserve is buying U. S. Savings Bonds on 
the Payroll Savings Plan! 


Millions of Americans have discovered that 
automatic Bond buying is the quickest, surest 
way of saving money. What’s more, the money 
you save in Bonds buckles right down and starts 
making more money—in just 10 years you get 
back $100 for every $75 you put in today. 


So keep on buying Bonds on the Payroll 
Plan. Buy all the extra Bonds you can, at any 
bank or post office. And remember, you're help- 
ing your country as well as yourself—for every 
Bond you buy plays a part in keeping the U.S. 
strong and economically sound! 


Save the easy way.. buy your bonds through payroll savings 





Contributed by this magazine in co-operation 
with the Magazine Publishers of America as a public service. 
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Than Meets “The E _— 


The Addressing Machine & Equipment Co. is one 
of the largest rebuilders of office machines in 
the world, and yet our name is often confusing. 
More than a decade ago we rebuilt and sold 
mailing equipment. 

But for the past 20 years accountants,comptrol- 
lers and purchasing agents have relied upon us 
for rebuilt accounting, bookkeeping, billing and 
calculating machines. Mark that up in your 
memory the next time systems are being 
considered. 


All machines are guaranteed to look and oper- 
ate like new and are serviced Free for one year. 
We invite you to call for the services of a 
Systems and Methods representative. 


ADDRESSING MACHINE & EQUIPMENT CO. 


326-330 BROADWAY NEW YORK 7, N. Y. WOrth 2-5337 
When writing to advertisers kindly mention THE New York CERTIFIED PUBLIC ACCOUNTANT 
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The Bercu Case 


By Percivat F. 


the Bercu case is of considerable 


. decision of Judge Shientag in 


importance to all certified public ac- 
countants. A copy of the decision was 
sent to members of the New York State 
Society as soon as it was handed down 
and Section 4 with some changes made 
by the Judge was reprinted in the New 





PercivaL F, BrRuNpDAGE, C.P.A., 
the certificate of Certified 
Public Accountant from New York, 
New Jersey and five other states. 
He is a vice-president of the Ameri- 
can Institute of Accountants and has 
heen a vice-president of our Society 
and the president of the Massachu- 
setts Society of C.P.A.’s. He also 
holds membership in the New Jer- 
sey Society of C.P.A’s. and the Na- 
tional Association of Cost Account- 


ants. 


holds 


Mr. Brundage is an alumnus of 
Harvard College and has been active 
in business and economic affairs. 
He is a director of the National 
Bureau of Economic Research and 
of the Montclair, N. J., Savings 
}ank. He is a partner in the firm 
of Price, Waterhouse and Company. 

As chairman of the Society's 
Committee on Cooperation with the 
sar, to which committee our Board 
of Directors referred the Bercu mat- 
ter for study and attention, Mr. 
Brundage has had continuous and 
intimate contact with this case. 
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York Certified Public Accountant for 
April. The first few sections, after a 
statement of the facts, deal with tech- 
nical aspects of the petition and Section 
+ is of more general interest. 

3ernard Bercu is a New York Cer- 
tified Public Accountant and a mem- 
ber of our State Society. In 1943 he 
prepared a memorandum regarding the 
deductibility, in the federal income tax 
return of the Croft Steel Products Inc. 
for that year, of additional sales taxes 
for the years 1935, 1936 and 1937, the 
liability for which had been disputed. 
Settlement with the City of New York 
was reached in 1943 and payment of 
these taxes in the sum of $12,000 was 
made in that year. Mr. Bercu ex- 
pressed the opinion that under a Treas- 
ury ruling they were properly deduct- 
ible in 1943, in which years the Croft 
Company had a substantial profit and 
was in the excess profits tax brackets. 
The company’s accountant, who was 
also a lawyer, had previously advised 
that they could only be deducted in the 
earlier years (1935, 1936 and 1937) to 
which they applied, in which years 
there had been losses and no benefit 
would be obtained. Mr. Bercu did not 
prepare the income tax return for the 
Croft Company and was not the com- 
pany’s regular accountant. 

On December 31, 1943, Mr. Bercu 
submitted a bill for services rendered 
in the amount of $500, which was not 
paid and he sued for collection. The 
Municipal Court dismissed the case on 
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motion of defense counsel to the effect 
that Bercu had been engaged in the un- 
lawful practice of the law. He started 
an appeal but discontinued it on ac- 
count of the expense involved. The 
New York County Lawyers’ Associa- 
tion thereupon petitioned the Supreme 
Court of New York State to punish 
Bercu for contempt and to enjoin him 
from the further unlawful practice of 
the law. The New York State Society 
of Certified Public Accountants joined 
in the defense of Bercu and engaged 
Messrs. Cahill, Gordon, Zachry & 
Reindel as counsel. The American In- 
stitute of Accountants also interested 
itself in the case and the officers and a 
number of members of both societies, 
Saul Levy and J. K. Lasser in par- 
ticular, made valuable contributions to 
the defense. An affidavit by William 
I.. Donaldson, then President of the 
New York State Society, contained 
many statements of fact regarding tax 
practice by accountants both within 
government departments and outside. 
Two very persuasive briefs were sub- 
mitted by Mathias Correa and Kevin 
McInerney of counsel. Hearings were 
held in November and the decision was 
handed down on March 18, 1947. 

Judge Shientag states in his opinion, 
“The respondent Bercu limited his re- 
search and his advice to principles of 
proper accounting, to a study of the tax 
law, the court decisions and the de- 
partment rulings on the specific sub- 
ject with which he was concerned. He 
did not go outside the tax law; he did 
not inquire into any other law.” 

The Judge went on to say, “In this 
country, from the inception of income 
taxation, the tax field, both federal and 
state, and on the side of the Govern- 
ment as well as the taxpayer, has been 
to a large extent turned over to the ac- 
counting profession. The same was 
true in Great Britain and in Canada. 
This was entirely natural, for the new 
tax statutes certainly involved the ap- 
plication of proper accounting prac- 
tices. The bar was not prepared to 
deal with these specialized problems ; 
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the accountants were and they stepped 
in immediately. On the federal side 
both the Treasury Department and 
the Tax Court of the United States 
admitted certified public accountants 
to practice before them. The courts 
recognized the validity of that action 
(Goldsmith vy. U. S. Board of Tax Ap- 
peals, 270 U. S. 117).” 


The Judge said further, “the advice 
which the respondent Bercu gave in 
this case was based upon a ruling of 
the Income Tax Unit of the Treasury 
Department. This is an administrative 
ruling which does not even bind the 
Department, much less the courts. The 
Department promulgating these rul- 
ings is staffed principally by account- 
ants. Bercu undoubtedly knew this 
and treated the ruling as amounting to 
what was considered by accountants to 
be sound accounting practice.” 


Judge Shientag then refers to Su- 
preme Court decisions in the Dixie 
Pine Products Co. case and quotes 
from that decision and the Dobson 
case, in both of which the phrase 
“proper tax accounting” is used. He 
dismisses the motion for injunctive re- 
lief brought by the New York County 
Lawyers’ Association for noncompli- 
ance with a technical provision of the 
Civil Practice Act and also denies the 
motion to punish for contempt ‘on the 
merits.” It is a most satisfactory de- 
cision in every way from our point of 
view. 

For some years a joint commission 
of lawyers and certified public account- 
ants appointed by the American Bar 
Association and the American Institute 
of Accountants has been considering 
the subject of tax practice by public 
accountants, as well as other matters of 
mutual interest to the two professions. 
A similar joint commission of lawyers 
and accountants in New York State 
has likewise been considering these 
matters. Its representatives include 
five members of the New York State 
Society of C.P.A.’s and five members 
of the New York State Bar Associa- 
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tion, two of whom participated in the 
Bercu case on behalf of the New York 
County Lawyers’ Association. It was 
the feeling of these members of the 
commission that while much could be 
accomplished by lawyers and account- 
ants meeting together and discussing 
these subjects, it was desirable to have 
the court’s opinion on one of the prin- 
cipal points at issue, as to whether or 
not the practice of tax accounting by 
certified public accountants was the un- 
lawful practice of the law. Judicial de- 
termination of this question has now 
been obtained and it is hoped that the 


Bercu decision has removed this im- 
portant point of disagreement between 
the several members of the commission. 

In his decision Judge Shientag called 
attention to the very serious dangers 
that may arise out of tax practice if 
a full understanding of our responsi- 
hility is not shared by all practitioners. 
Members of both the law and account- 
ing professions have agreed that the 
public interest is our paramount con- 
cern. With adequate restraint, self 
regulation and discipline we trust that 
governmental regulation and super- 
vision will not be necessary. 
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What the Accounting Profession 
Offers the Staff Accountant 


By Joun L. Carey 


* one sense, the accounting profes- 
sion offers the staff accountant no 
more than he is offered in any other 
sector of the cold, hard world—a 
chance to work, to compete, and to 
sink or swim by his own efforts. The 
accounting profession offers the staff 
accountant no certainty, no security, 
no sanctuary. 

But there is a difference in fields of 
work. If is more satisfactory to culti- 
vate rich bottom land than the stony 
pastures on the hillsides. In this sense, 
the accounting profession offers much 
to the staff accountant—a fertile field 
that quickly repays cultivation. 

The profession offers a lot more than 
it did fifty short years ago. It can 
offer stability, order, and organization, 
public recognition and acceptance, pro- 
sperity and promise of future growth. 

There is no more dramatic story, I 
am sure, in the economic history of our 
country, than the rise of the accounting 
profession from comparative obscurity 
to a place in the sun. The early ac- 
countants in this country had no pro- 
fessional literature. They had to study 
English books on the subject. Today, 
staff accountants can look in the Ac- 





Joun L. Carey has been secre- 
tary of the American Institute of 
Accountants since 1930, and was 
assistant secretary for five years 
previous to that date. He is manag- 
ing editor of The Journal of Ac- 
countancy and of The Certified 
Public Accountant, and is author of 
“Professional Ethics of Public Ac- 
counting.” He is an alumnus of Yale 
University. 

This address was delivered at the 
March 17, 1947, meeting of the 
Society. 
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countant’s Index and find authoritative 
American writings on almost any as- 
pect of accounting in which he is in- 
terested. The pioneers had no schools 
or colleges in which to study account- 
ing. Today, in every section of the 
country, great universities offer com- 
prehensive courses in the subject. Prior 
to 1896, there was no certified public 
accountant’s certificate. Public ac- 
countants had no way of demonstrating 
their qualifications, nor obtaining any 
identifying designation which would 
set them apart from any bookkeeper 
who chose to assume the title public 
accountant. There was no code ot pro- 
fessional ethics to give the public con- 
fidence that accountants would conduct 
themselves properly. There was no 
public recognition, acceptance, or en- 
dorsement of the accounting profession 
as such, nor of the need for its serv- 
ices. Now, through the rules of the 
Treasury Department, the S.E.C. and 
Other government agencies, regulations 
of stock exchanges, public pronounce- 
ments of official representatives of 
bankers and lawyers, and in court 
decisions, there is an ample record that 
public accounting has achieved gener- 
ally recognized professional status. In 
the early days, there were no generally 
accepted standards of accounting pro- 
cedure, or generally accepted account- 
ing principles by which a practioner 
could check his own judgment. The 
pioneers had to “play it by ear.” 

All these early deficiencies have been 
remedied, at least in great measure. 
The entire structure of professional ac- 
counting has been built swiftly, but 
with great labor, and many of the fore- 
most builders did not enjoy a fraction 
of the advantages which the profession 
offers the staff accountant today. 

The growth of the profession can be 
indicated by the rapid increase in the 
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What the Accounting Profession Offers the Staff Accountant 


numbers of certified public account- 
ants. In 1920, there were only 5,000 
C.P.A.’s in the United States. In 1930, 
the number had increased to 12,248. In 
1940, it was 20,171, and today there 
are 28,768 of which 9,342 reside in the 
State of New York. 

Accounting offers remuneration 
which compares favorably with that of 
any other profession. A study, issued 
by the National Bureau of Economic 
Research, “Income from Independent 
Professional Practice,’ in 1945, based 
on data up to and including 1936 con- 
cludes that of the five professional 
groups studied—engineering, account- 
ing, law, medicine, and dentistry— 
consulting engineers and _ certified 
public accountants received the largest 
average incomes from independent 
practice. 

Accounting offers a field of work 
that is not overcrowded as some other 
professions are. The Bureau of Econ- 
omic Research study, to which I have 
referred, remarks upon the absence of 
any evidence of overcrowding in ac- 
countaney, unlike medicine and law, 
and on the absence of any concerted 
effort to restrict the numbers of new 
entrants to the profession, The Ameri- 
can Bar Association’s special com- 
mittee on the economic condition of the 
Bar presented with its 1945 report, 
tables showing a total of 163,849 law- 
yers in the United States in 1945, of 
which 30,890 were in New York State 
alone. Contrast this with 28,768 cer- 
tified public accountants in the United 
States, of which 9,342 are in New 
York, and you will have some idea of 
the relative density of competition in 
the two fields. 

Another advantage which public ac- 
counting offers the staff man, is that 
the training he receives is adaptable to 
a variety of pursuits. He may earn a 
good salary, with interesting work, as 
an employe of an accounting firm. He 
may become a partner of the firm. He 
may leave the firm and undertake his 
own practice. If he doesn’t choose to 
stay in public accounting, he may go 
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into the employ of a corporation or 
other business enterprise. Many ac- 
countants have risen from the account- 
ing departments of corporations to be- 
come top executives, presidents, vice- 
presidents, directors. There is a steady 
demand for accountants in Govern- 
ment service, which, while top salaries 
are lower, offers a high degree of se- 
curity. lf a man has a flair for teach- 
ing and owns a college degree, he might 
find very tempting opportunities on the 
campuses of some of the finest univer- 
sities in the country. There is some 
demand for trained accountants to 
take positions in the credit departments 
of banks, investment companies, law 
firms, or other organziations that re- 
quire expert analysis of financial state- 
ments or a knowledge of taxation. 

In general, then, it can be said that 
public accounting offers the staff man 
as much as any other profession can 
offer its young men, and more than 
most. Accounting is on the upgrade. 
It has not yet reached the crest of its 
wave. Its future still lies before it. 
There is plenty of room at the top. 

But in the long run, no profession 
can offer its young men more than a 
share in the success of the profession 
as a whole. The things I have mention- 
ed up to now are advantages that exist 
today. In examining his opportunities, 
a young man also has to think of what 
conditions may be ten years or twenty 
years from now. Let us examine briefly 
the three major phases of public ac- 
counting activity. 

The first, we may call, management 
service. There is a widespread need 
in business for improved accounting 
systems, cost-accounting, budgeting, 
financial control, internal check—ac- 
counting aids to pricing, public utility 
rate making, financing, labor relations, 
dividend policies, compliance with 
government regulations etc. A certified 
public accountant is often the only 
adviser available to small and medium 
sized businesses on these matters. 
However, certified public accountants 
generally have not attempted to deve- 
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lop fully this field of practice. They 
have been so busy with income taxes 
and auditing, that they have often 
overlooked the opportunities for man- 
agement service. Recently, there have 
grown up firms of management en- 
gineers which have aggressively devel- 
oped this type of work, with a con- 
siderable measure of success. If the 
accounting profession sits by idly, it 
may lose out. 

Tax practice is responsible for a 
very substantial proportion of the gross 
income of public accountants in the 
United States. Here, the accounting 
profession is faced not only with the 
friendly competition of lawyers, many 
of whom are studying accounting with 
an eye on tax practice, but also with 
organized eftorts of some bar associa- 
tions to circumscribe by law the ac- 
tivities of accountants in the tax field. 
A decision of the New York Supreme 
Court in the case of New York County 
Lawyers Association vs. Bernard 
3ercu, which is expected momentarily, 
may be of historical significance in 
this regard. There is, unfortunately, a 
possibility of injunction, litigation, and 
legislation all over the United States 
designed to limit the activities of non- 
lawyers in the tax field. 

The third and largest field of prac- 
tice in the accounting profession is in- 
dependent auditing leading to a profes- 
sional opinion (or certificate) on fin- 
ancial statements. It is the part of the 
accountant’s work that is most directly 
and importantly affected with the 
public interest. Credit grantors, stock- 
holders and investors have learned the 
value of independent audits as an aid to 
their appraisal of the financial re- 
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presentations of management. Poten- 
tially, all persons interested in the 
measurement or distribution of busi- 
ness income, such as labor, consumers, 
government, have an interest in inde- 
pendent audits. However, public ac- 
ceptance of independent audits depends 
on maintenance of public confidence 
in the competence and the indepen- 
dence of the auditors. If the public 
should lose faith in the integrity or 
objectivity of the accounting profes- 
sion, government might step into the 
auditing field as an adjunct to its other 
regulatory activities. To some slight 
extent this has already happened. On 
several occasions there have been 
threats of further extension of govern- 
ment auditing. 

It is of vital importance _ that 
C.P.A.’s continue to conduct them- 
selves in a manner which will not per- 
mit any question to arise in the public 
mind as to whether or not it may safely 
rely on the accounting profession in the 
future. 

Today, the accounting profession 
offers the staff man ample opportuni- 
ties, attractive compensation, and a 
place in a respected and honorable 
profession. 

But the staff man of today is the part- 
ner of tomorrow, and he must look 
forward to assuming leadership of the 
profession. 

What the profession will offer to- 
morrow will depend in large measure 
on whether the staff man of today 
measures up to his responsibilities, re- 
tains the public confidence which his 
predecessors have won, and solves the 
problems which still lie ahead. The 
future is in vour hands. 
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Personnel Relations 


By Samuet J. Dusorr, C.P.A. 


M’ TOPIC is personnel relations in 
the accounting profession. I know 
that all of us are experts on personnel 
relations. It has always been a favorite 
topic of discussion among staff men 
and among principals—and always will 
be. I do not pretend to be an expert 
among experts. As a staff man, I did 
my share of griping and, as a personnel 
staff man, I soon learned that the per- 
son who said that there were two sides 
to every question undoubtedly had per- 
sonnel relations in mind. I believe that 
an open, fair and ‘frank discussion of 
this topic can only have beneficial re- 
sults for the men in our profession. 
Of course, my comments represent my 
personal views and have no direct rela- 
tionship to practices followed by any 
firm with which I am or have been 
associated. 

New personnel problems have arisen 
in the post war scene. The veteran has 
returned ; in many cases, with a family 
to support. The cost of living has gone 
up. Relatively few trained college men 
were available for development in the 
accounting profession during the war 
years. Established and new business 
enterprises have been strongly compet- 
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The present paper, delivered at the 
March 17, 1947, meeting of the So- 
ciety, calls for a broader understand- 
ing of personnel relations by princi- 
pals and staff men. 














1947 


ing for experienced accounting person- 
nel. Accordingly, the accounting pro- 
fession has a definite challenge to at- 
tract outstanding new people and to 
hold on to its trained personnel. An 
objective analysis by each firm of the 
adequacy of its personnel relations, and 
a willingness to do something about it, 
can play an important part in answer- 
ing this challenge. To the accountant 
who has returned after four years in 
the army, it is evident that some major 
steps have already been taken. It was 
a pleasant surprise to find higher pay 
scales, the five day week for part of 
the year, group insurance and hospitali- 
zation adopted by many firms. The 
appearance of the fairer sex in our 
midst, in greater numbers, was another 
welcome step. 

Any professional personnel relations 
program must be based on the principle 
of the importance of the individual, his 
professional dignity and self respect. 
And this must apply from the raw be- 
ginner to the most experienced man in 
the firm. (That personnel relations 
deal with human beings is always taken 
for granted, but not necessarily recog- 
nized.) The aim of a good program 
is to develop a high standard of morale 
and teamwork among competent and 
satisfied personnel. “Morale” in the 
army refers to the mental condition of 
soldiers as regards courage, zeal, hope, 
confidence, and the like. The definition, 
I believe, applies as well to a baseball 
team, a business enterprise, a produc- 
tion line or an accounting firm. Morale 
is a sensitive mental condition which is 
directly related to the personnel rela- 
tions program. 

Since personnel relations concern 
people, they must be directed by a 
person who has the ability to handle 
people, whether this be the individual 
practitioner or a personnel manager in 
a large firm. The ability to handle 
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people should not be underrated. People 
are admittedly complex and different. 
Much time is spent in their selection 
and training for accounting staffs. Yet, 
their management (and under manage- 
ment I include partners, supervisors 
and seniors) may be entrusted to men 
who know little of handling people. 
Mr. John D. Rockefeller is quoted in 
a Dale Carnegie advertisement, as fol- 
lows: “I will pay more for the ability 
to handle people than for any other 
ability under the sun.” An excellent 
report, issued by The Metropolitan Life 
Insurance Co., entitled “Training 
Supervisors in Human Relations” in- 
dorses Mr. Rockefeller’s viewpoint. 
These statements are found in the re- 
port: 


1. “To the average employee, the 
supervisor is the company, for the 
employee’s attitude towards the com- 
pany is largely governed by his reac- 
tions to his immediate supervisor.” 

2. “Although supervisors, as a 
rule, are technically proficient, in- 
adequate attention has been given to 
developing their abilities in human 
relations. Notwithstanding this fact, 
human relations enter into almost 
every activity or operation and, in 
the long run, are the governing fac- 
tor in getting work done.” 

3. “Several years ago the man- 
agement learned from experience 
that whenever production records 
were broken, whenever misunder- 
standings were few and far between, 
whenever absenteeism and turnover 
did not present a serious problem, 
whenever quantity and quality of 
production were at a high level, the 
predominating cause could be traced 
to supervision of a high order in the 
matter of understanding people, and 
in a good knowledge and use of time- 
tested procedures in working har- 
meniously with people.” 


These statements undoubtedly apply to 
the accounting profession. Not only 
should our accounting and executive 
personnel be trained in handling people, 
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but it might be well to apply similar 
training to our administrative person- 
nel (telephone operators, review de- 
partment, typist department, etc.) with 
whom our accounting personnel have 
dealings. 

The “end of the year rush” is always 
presented as the factor which compli- 
cates personnel relations. The large 
temporary group of seasonal employ- 
ees tends to create insecurity among 
accounting staffs. The concentrated 
pressure for several months interrupts 
personal lives and leads to thoughts of 
serene, sublime pastures in quieter 
fields. This is a challenge which the 
profession has met, to some extent, by 
(a) encouraging clients to make fiscal 
vear changes, where desirable and feas- 
ible, and (b) performing interim and 
preliminary work. The ultimate aim 
has been to spread the work load 
throughout the year, resulting in in- 
creased permanent accounting staffs. 
Some firms have been able to adopt a 
five day week for part of the year, and 
to reduce overtime to a point where 
the productive work week, on an annua! 
hasis, averages less than forty hours. 
Much more will undoubtedly be accom- 
plished along these lines to insure nor- 
mal personal lives on an all year round 
basis for the members of our profes- 
sion. It is certainly worth the effort. 

As previously mentioned, the aim of 
a good personnel relations program is 
to develop a high standard of morale 
and teamwork among competent and 
satisfied personnel. Normally, — the 
achievement of this aim results from 
an understanding of the individual 
needs of the staff man and the satisfac- 
tion thereof, to the greatest possible 
extent under the circumstances. 


Let us briefly consider these needs: 

(a) A staff man wants reasonable 
assurance of advancement and pro- 
gress. He wants the feeling that his 
constant application and development 
will be rewarded over a period of years 
by advancement and promotion within 
the firm—limited only by his own capa- 
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bilities. The success and status of key 
personnel in a firm is the best measure 
of a firm’s policy in this regard. The 
proven results of an intelligent policy 
of development of staff men from a long 
range viewpoint are evident in all suc- 
cessful firms (both large and small) 
in the accounting profession. Many a 
good staff man has made a change be- 
cause there was “no future” with his 
old firm. 


(b) Salary scales must be high 
enough so that the average staff man 
can maintain his professional standard 
of living. Seniority, all round ability 
and loyalty are important factors in 
determining individual compensation. 
Each firm should have a policy with 
respect to regular conferences with staff 
men for the purpose of review of pro- 
vress and compensation. 


(c) All men want their individual 
professional abilities utilised to the 
greatest possibde extent. This places an 
important responsibility upon those 
who direct assignments. A man’s mo- 
rale may be seriously affected if he is 
assigned to an engagement which is 
either far above or below his stage of 
development. Each man’s potentiali- 
ties, experience, training, progress and 
background must be carefully evaluated 
in making individual assignments. This 
evaluation should be reviewed at regu- 
lar intervals and appropriate adjust- 
ments made, where necessary, in a 
man’s assignments. Oral or written 
reports on each staff man from part- 
ners, supervisors and seniors, who are 
aware of their personal responsibility 
in the profession development of assist- 
ants, will afford a collective viewpoint 
on each man’s stage of development. 
These reports should be frankly dis- 
cussed with each staff man so that he 
is aware of the firm’s evaluation of his 
progress. 

(d) Most men want to increase the 
responsibility of their positions. Within 
the limits of their actual abilities and 
experience, this desire should be en- 
couraged. A carefully considered 
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policy of delegation of responsibilities 
in dealing with clients and in making 
accounting decisions may eliminate an- 
noying bottlenecks and will bring with 
it greater efficiency and improved ser- 
vice to clients. 

(e) All men want pleasant working 
conditions. Certainly no one can make 
the statement that the accounting pro- 
fession has pampered the staff man. 
And I do not urge that we start now. 
However, the accountant is a normal 
human being who would like to live 
a normal, well regulated life twelve 
months each year. As such, he would 
like, in the broad sense of the term, 
reasonably pleasant working conditions. 
Let us consider several points under 
this heading : 

1. There should be plenty of desk 
space in a well ventilated and lighted 
room for work in his own office. This 
applies as well to the client’s office 
and the firm should always insist 
that the client furnish adequate work- 
ing facilities for its staff men. 

2. A regular policy on vacations 
and holidays should be known to all 
men, 

3. The five day week is now a 
generally accepted policy for at least 
part of the year. Many firms defi- 
nitely discourage Sunday work ex- 
cept for emergency situations. 

4. Staff men want to deal with 
pleasant people in their own office; 
people who recognize and treat them 
as individuals. This includes tele- 
phone operators, file clerks, typists, 
reviewers, supervisors, administra- 
tors and partners. Petty internal 
politics and gossip have no place in 
an organization at any level. 

5. Some personal relationship is 
desired with the principals to satisfy 
the feeling that the staff man repre- 
sents more than a name to the people 
who direct the firm. Recognition by 
the firm of an important event in the 
personal life of a man (his marriage, 
birth of a child, ete.) is always appre- 
ciated by the man. 
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6. Wherever possible, a man 
should not be asked to perform super- 
human tasks in meeting deadlines. 
Real ability in handling people may 
well be utilized in dealing with deter- 
mined clients so that assignment 
schedules are not unreasonably dis- 
rupted. Nothing is more detrimental 
to morale and well being than con- 
tinuous overwork and strain. A cur- 
rent review of time sheets will dis- 
close those situations which may call 
for remedial action in this regard. 


7. A staff man should feel that 
his firm is vitally concerned with his 
personal problems. An understand- 
ing and responsible representative of 
the firm should always be available 
for discussion of these matters. It is 
a good policy at all times to provide 
reasonable time off for men to handle 
important personal matters. 


8. Dinner allowances for night 
work should be high enough to pro- 
vide for a satisfying meal. 

9. A staff man should receive as 
much advance notice as possible on 
out of town engagements so that he 
may arrange his personal life accord- 
ingly. Travel is a point which 
materially affects morale. In my ex- 
perience, applicants for accounting 
positions, in too many cases where 
they voluntarily desire a change, in- 
dicate “excessive travel” as the rea- 
son. If possible, travel should be 
averaged among the staff. Where the 
location is reasonably close to the 
firm’s office, week-end visits home 
are desirable. man’s personal situ- 
ation must be considered before he 
is assigned to an out of town engage- 
ment. Family problems, evening 
school, and the like, should have pri- 
ority wherever possible. If a fair 
and equitable policy is adopted re- 
specting travel assignments, no rea- 
sonable staff man will object to his 
share. Staff men should have sutt- 
able travel accommodations and be 
quartered in first rate hotels. Per 
diem allowances should be sufficient 
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to enable them to maintain their 
normal standards of living. All staff 
men should receive uniform 
ment in this regard. 
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(f) A staff man needs and likes to 
receive encouragement from his super- 
visors. Everyone appreciates the super- 
visor who sincerely wants him to suc- 
ceed and will be proud of him when he 
does. This applies to every level in a 
firm’s organization. 

(g) A feeling of financial security 
is, of course, essential. While com- 
pensation and permanency are of prime 
importance, additional security factors 
have been undertaken by the profes- 
sion. Group insurance and hospitaliza- 
tion plans have been adopted. The New 
York State Society’s accident and sick- 
ness group insurance plan was a splen- 
did achievement. It is hoped that a 
similar plan can be worked out cover- 
ing medical care for the accountant and 
his family. Payment of salary during 
prolonged sickness is an important se- 
curity factor. I know of one case 
where a staff man developed a serious 
illness which incapacitated him for 
about three and a half years. His firm 
paid his salary during that entire pe- 
riod. At the present time he is back on 
the job. Certainly this had a most 
beneficial effect on this firm’s staff. 

With respect to severance of employ- 
ment because of unforeseen situations, 
many firms attempt to place their men 
in satisfactory jobs with other firms or 
in private industry. One accounting 
firm recently was able to do this for 
men hired on a temporary basis. Com- 
pare this act with that of another firm 
which dismissed a man, after two years 
of service, by letter without giving him 
the courtesy of an interview. 

(h) A man should feel that he is 
important on his assignment, in his firm 
and in the profession. Unless a man 
really feels that his assignment is im- 
portant he cannot give it his best effort. 
Every staff man should learn the 
“know-why” as well as the ‘“know- 
how” of each assignment. This is the 
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responsibility of the partner, supervisor 
or senior, as the case may be. As a 
general rule, assignments should be 
made directly to each staff man rather 
than handed down from senior to as- 
sistant, etc. Membership in our pro- 
fessional societies should be actively 
encouraged. 

(i) Above all, a staff man wants fair 
treatment. Cliques or favoritism have 
no place in any organization. I believe 
that the assignment function should be 
separated from operations to the great- 
est possible extent. Assignments should 
be directed by people who thoroughly 
know the capabilities of the staff; who 
have sufficient experience in accounting 
to properly evaluate assignment  re- 
quirements; who have the ability to 
handle people; and who command the 
confidence and respect of the staff. 
Progress must be objectively evaluated 
and rewarded. Each man should have 
equal opportunity to develop and round 
out his accounting experience in differ- 
ent industries under the guidance of dif- 
ferent partners, supervisors or seniors, 
as the case may be. To accomplish this, 
it is desirable to maintain a historical 
record of each man’s assignments. And 
finally, 

(j) A staff man must be satisfied 
with his firm’s professional standards 
of performance. 

a 


A personnel relations program should 
utilize the cooperation of the entire 
firm. Supervisors and other key per- 
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sonnel play a major role in handling 
people and in evaluating progress. They 
should have leadership qualities. They 
should be encouraged to detect person- 
nel problems in the field so that reme- 
dial action may be taken as soon as 
possible. 

The staff man’s responsibilities in- 
clude: (a) Diligent and conscientious 
effort, (b) Cooperation and teamwork, 
(c) Professional conduct at all times, 
(d) Good character, (e) The obligation 
to handle and develop assistants for the 
firm’s best interests, (f) Continuous 
study and desire to progress through 
self development, (g) Reasonable pa- 
tience and restraint, (h) Loyalty and 
dependability and (i) A knowledge of 
his goal in the profession and the feel- 
ing that he is aiming towards it. 

The Bible contains a simple state- 
ment, which in the last analysis, may 
be considered as the basic principle un- 
derlying personnel relations: ‘“There- 
fore all things whatsoever ye would 
that men should do to you, do ye even 
so to them: for this is the law and the 
Prophets.” And this applies equally 
to the staff man and the firm. 

The scope of a personnel relations 
program is influenced by the size and 
status of a firm. However, each firm, 
whether small or large, must have a 
program adequate to meet its particular 
circumstances; a program which will 
develop the highest standards of morale 
and teamwork among its personnel. 
Such a program will bring benefits to 
the firm and to the entire profession. 
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By Georce N. Farranp, C.P.A. 


HE merits of employee training 

programs have long been recog- 
nized by business and industry. One of 
the nation’s largest manufacturing con- 
cerns has, for many years, maintained 
an elaborate training school for poten- 
tial executives in accounting and mana- 
gerial positions. This movement was 
given considerable impetus during the 
recent war when the tremendous de- 
mand for special skills in various phases 
of modern warfare, industrial produc- 
tion and the contracting therefor 
brought about the wholesale adoption 
of intensive training courses. Some 
form of on-the-job training could be 
found in every important segment of 
wartime activity, from first-aid instruc- 
tion for air raid wardens to courses in 
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contract negotiation and settlement for 
Army and Navy officers at the Army 
Industrial College. 


Present Need for Staff Training 


Prior to World War II, the use of 
staff training in public accounting par- 
alleled that of industry. However, 
wartime conditions exhausted the nor- 
mal supply of new accountants from 
colleges and the critical staff shortages 
necessitated a virtual cessation of train- 
ing in public accounting firms during 
the war period. Asa result, most firms 
of public accountants are today faced 
with a serious shortage of experienced 
staff members, particularly at the sen- 
ior level. It is, therefore, essential that 
new entrants into the profession, by 
training and otherwise, be readied to 
accept increasing responsibilities at a 
faster pace than ever before. 

Many accountants who entered the 
armed services or other wartime ac- 
tivities with some public accounting ex- 
perience have required refresher courses 
upon their return to thé profession. In 
general, such courses have been han- 
dled well and are now completed. How- 
ever, many of those who have. sought 
to start or complete their education 
after the war may not wish to devote 
the time required to take all of the 
accounting courses ordinarily desired 
as prerequisite for public accountancy. 
On the other hand, the lack of college 
graduates entering the profession dur- 
ing the war years has created an un- 
precedented demand for staff men with 
such training during the postwar 
period. 

These factors point up the serious 
need for staff, training programs in 
public accounting offices during the 
next several years. On-the-job train- 
ing under the G. I. Bill of Rights is 
not discussed herein because the Con- 
gressional amendments to the Bill last 
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year make such programs impractical 
for most accounting offices. 


Forms of Staff Training 


Staff training in public accounting 
firms may be informal or formal and, 
under either method, it may represent 
a form of indoctrination course for the 
beginner or training for more experi- 
enced staff men on a continuing basis. 


Informal Training 


Informal staff training may be found 
in all accounting offices, particularly 
those of medium or smaller size, where 
the inexperienced staff member may 
receive individual instruction and 
fairly close supervision from his su- 
periors from the time of employment 
until he assumes a position of full re- 
sponsibility. 

An informal training program may 
include a brief indoctrination course at 
the time of employment followed by 
instructions in connection with each en- 
gagement, careful review of working 
papers and reports, answering of any 
questions by superiors and general staff 
discussions. In this way the staff mem- 
ber serves a form of apprenticeship 
under fairly close supervision. 

Less direct forms of vocational edu- 
cation are available to all staff mem- 
bers through membership in account- 
ing organizations, attendance at their 
general and technical meetings, and 
reading the available technical litera- 
ture, such as journls, papers presented 
at meetings, and technical bulletins. 
Informal training of accountants is also 
obtained through the use of firm man- 
uals of audit procedure, technical bul- 
letins, standard forms, and instructions 
as to particular types of work. 


Formal Training 


The large number of staff men, par- 
ticularly juniors, used by the larger 
firms makes mandatory some kind of 
formal training program. Such train- 
ing helps to provide necessary co- 
ordination of firm policies and the ex- 
ercise of control over operations. 
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However, suitable variations of the for- 
mal training programs discussed herein 
may be used appropriately in smaller 
and medium sized firms. 


Need for Training of Beginners 


The colleges and universities through- 
out the country have developed some 
excellent curricula in accounting and 
related subjects which are essential for 
public accountancy practice. However, 
upon graduating from college even the 
accounting major with excellent 
grades is rarely in a position imme- 
diately to undertake audit engagements. 
An intensive indoctrination course for 
beginners in public accounting is, 
therefore, most desirable. 

Among the reasons why an indoc- 
trination course is desirable are: the 
lack of adequate auditing instruction in 
colleges; the need for a practical pro- 
fessional approach to public account- 
ing work; the inability of many college 
graduates properly to express them- 
selves orally and in writing, particu- 
larly to prepare suitable business re- 
ports; and the need for helpful hints 
on the important intangible aspects of 
public accountancy practice. 

Under the stimulus of the New York 
and similar laws relating to educational 
requirements for the C.P.A. certificate, 
more than ever. before college students 
are receiving fundamental academic 
training in accounting theory. How- 
ever, not all accounting majors take 
auditing courses and few colleges have 
more than one such course. Further- 
more, such auditing as is studied in 
college is necessarily theoretical in na- 
ture, with the result that few beginners 
in public accounting have a sense of the 
practical aspects of auditing. 

Since the staff member represents his 
firm to the client and is expected bv 
the client to be an expert in his field, it 
is highly desirable that the work of 
the beginner on audit engagements be 
carefully supervised and_ preferably, 
that he first receive the benefits of a 
practical indoctrination course. Such 
a course can give the staff men practice 
in performing audit techniques under 
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the guidance of experienced practi- 
tioners. He is given an opportunity to 
meet other members of the staff and to 
learn the policies of the firm, the forms 
used, and procedures required to be 
followed. By preparing his own work- 
ing papers under simulated conditions, 
the staff member has an opportunity 
to test his own abilities and shortcom- 
ings in auditing before putting them 
into practice on an actual engagement. 
He is also made familiar with the col- 
loquial terminology used by practi- 
tioners which rarely appears in text 


books. 


An intensive training course on a 
full time basis enables the student to 
concentrate on his work. The fact that 
he is on the pay roll of the firm and 
under the supervision of experienced 
staff members creates an atmosphere 
of seriousness which does not always 
exist in a classroom. Also, the student 
may be impressed with the need for the 
proper professional attitude involving 
accuracy, care, pride of workmanhsip, 
dignity, respect for confidential infor- 
mation, and proper relations with 
clients. 


Some of the present shortcomings 
found in college-trained men may be 
overcome in the future by an exten- 
sion of auditing courses offered in the 
colleges; the adoption of courses in 
business English and report writing; 
and other changes in college curricula 
to fit the student better for public ac- 
countancy practice. Joint meetings of 
the committees on education of the 
American Institute of Accountants and 
the American Accounting Association, 
begun in June of 1945, and activities 
of the State Society’s committee lend 
encouragement to this suggestion. The 
appearance of experienced practitioners 
as guest or regular lecturers in busi- 
ness schools and the use and extension 
of vocational interest and achievement 
tests should also be of assistance. 
While developments along these lines 
will help, it is doubtful if they can com- 
pletely eliminate the need for a train- 
ing program. 
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Training School for Beginners 


Probably the most formal type of 
staff training is the training school for 
new members of the staff. Like other 
forms of training, there is no one type 
of school which is preferable to all 
others; they will vary with the needs 
and plans of each firm. 

A type of training school which has 
proved quite satisfactory in practice is 
one of two or three months’ duration, 
held in the Summer or Fall of the vear, 
where the new staff members devote all 
of their time to such activity. Students 
will ordinarily be recent college grad- 
uates or transferees from other busi- 
nesses, although in some cases they 
may have spent several months or a 
year on the staff. During the past two 
years most of the students have beei 
war veterans, some of whom have had 
as much as two years of public ac- 
counting experience prior to the war. 

With an experienced staff member 
having native teaching ability as in- 
structor, such a training school may 
include a program having the following 
features : 

(1) Audit practice case 
(2) Lectures by staff members and 

partners 
) Talks by students 
) C.P.A. examinations 
) Mathematical problems 
») Business machines 
(7) Use of reference material 
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The audit practice case is the founda- 
tion for the course and is amplified by 
the other activities. Despite certain 
limitations, such as the practicality of 
some of the case material, one of the 
recognized published audit practice sets 
is used for the practice case. These sets 
involve the making of a balance sheet 
audit on the basis of assumed facts and 
the preparation of a long form report 
on the examination. The work mate- 
rial includes a complete set of books 
of account; specimen documents; in- 
formation as to the accounting pro- 
cedures and internal control of the 
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client ; instructions to the student; and, 
in some cases, copies of specimen work- 
ing papers and audit report for the 
prior year. Fach phase of the prac- 
tice set is discussed by the instructor 
and amplified by technical lectures by 
staff members. 

The lectures by staff members, ex- 
perienced seniors or supervisors, com- 
prise formal presentations of the sub- 
ject matter, illustrated with examples 
from actual practice and reference to 
actual working papers and_ reports, 
followed by an infogmal discussion pe- 
riod. Starting with a general lecture 
on a subject such as the administra- 
tion of an audit, the presentations may 
cover: inquiry into internal control; 
audit programs; working papers: re- 
ports; audit procedures applicable to 
the various phases of an audit ; income 
taxes; cost accounting; relations with 
clients; and audit problems of special 
types of engagements, such as banks, 
non-profit institutions, public utilities, 
investment companies, retail establish- 
ments, and mining companies. When- 
ever practicable, and to the extent ap- 
plicable, these lectures should be given 
at the time the subject matter is being 
considered in the practice set. 

Lectures and discussions on conduct 
of staff members are particularly impor- 
tant. They should emphasize the im- 
portance of personal appearance, re- 
spect for confidential information of 
clients, and the proper approach to pro- 
fessional work. Even more important 
than technical auditing ability is the 
ability to deal with clients tactfully 
and maintain their respect and confi- 
dence. If differences of opinion arise, 
the accountant should be able to pre- 
sent his case carefully and convincingly. 
While it may not be possible to train 
staff men in the important technique of 
getting along with people in business, 
sound advice and emphasis on its im- 
portance should be of assistance. 

A desirable feature of the training 
school is to have partners appear before 
the class and discuss various matters 
of a professional nature, such as public 
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accounting as a career, professional 
ethics, historical background of the 
firm, accounting societies and_ their 
work, and the work of partners. In 
addition to providing the students with 
a wealth of valuable information, these 
lectures by partners and staff men en- 
able the students to meet their su- 
periors and see them in action. 

During the course of the school each 
student is required to prepare and pre- 
sent to the class a short talk on an 
assigned subject in auditing procedure. 
At the conclusion of each talk, the stu- 
dent answers questions and leads a dis- 
cussion on the subject matter. Criti- 
cisms are then made by the instructor 
and the class on the quality of the 
material and the presentation. These 
talks give the student neéded experi- 
ence in technical research, writing, and 
speaking before a group, and afford an 
opportunity for constructive criticism 
of shortcomings. 

Problems and questions from recent 
uniform certified public accountant ex- 
aminations of the American Institute 
of Accountants are solved by the stu- 
dents individually and then discussed 
in class. They are also required to 
solve a number of addition problems 
involving down and cross footings and 
typical mathematical problems relating 
to foreign exchange, interest, inven- 
tories, insurance and bonus plans. Ac- 
curacy, speed, and a knowledge of the 
principles involved are stressed in these 
exercises. 

In order to acquaint the students 
with the uses and operation of various 
mechanical business and accounting 
machines, visits are made to the sales 
offices of the manufacturers of such 
machines, where their use is demon- 
strated and, in some cases, the students 
are afforded an opportunity to use the 
equipment. 

Required reading may include: (a) 
recognized books on auditing and the 
duties of the junior and senior ac- 
countant; (b) firm technical bulletins 
on internal control, audit programs, 
and special procedures; and (c) such 
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Institute publications as Contemporary 
Accounting (for the present), Ex- 
amination of Financial Statements, Ex- 
tensions of Auditing Procedure, State- 
ments on Auditing Procedure, and Ac- 
counting Research Bulletins. Other 
material available to the class for op- 
tional reference reading may include: 
recent copies of The Journal of Ac- 
countancy, The New York Certified 
Public Accountant, and other account- 
ing periodicals; Accounting Series Re- 
leases and Regulation S-X of the 
S.E.C.; published papers from ac- 
counting meetings; recognized books 
on accounting principles, cost, and 
other special types of accounting and 
auditing; stockholders’ reports of cor- 
porations; prospectuses; and other 
appropriate material. Some students 
may wish to subscribe to one of the 
standard federal tax courses, or, if time 
permits, such a course might be a part 
of the curriculum. 


An alternative form of training 
school for beginners is one where the 
staff members spend several months 
or a year in the firm’s report depart- 
ment where, in successive stages, they 
compare typed reports with manu- 
script ; review the report as a whole for 
consistency, clarity and mathematical 
accuracy; and, finally, check material 
in the reports with supporting working 
papers. The practice in the report de- 
partment is supplemented by occasional 
lectures on auditing procedure, rela- 
tions with clients, and professional mat- 
ters. The students are also afforded 
an opportunity to read accounting lit- 
erature, work problems, and otherwise 
prepare for the C.P.A. examinations. 


A variation of the report department 
method is to assign new men to other 
work in the office before sending them 
into the field on audit engagements. 
Such office work may include assist- 
ance in the prepartion of reports, state- 
ments, and schedules, assembling of 
working papers, and making mathe- 
matical calculations in connection with 
regular engagements after completion 
of the field work. Some time may be 
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spent on research work relating to par- 
ticular matters by reviewing published 
reports and prospectuses and referring 
to published works on accounting and 
auditing. These activities may also be 
supplemented by staff lectures, reading, 
and the working of problems. 


Advanced Training 


Staff training should not cease with 
the indoctrination course for beginners, 
but preferably should continue in some 
form throughout a public accountant’s 
career. In an alert profession like 
public accounting, &hanges are continu- 
ally taking place in methods and pro- 
cedures. Since accounting and auditing 
are tools of business in a changing 
world, they cannot be static if they are 
to be utilitarian. It is, therefore, es- 
sential that all staff men, from the 
inexperienced junior to the seasoned 
supervisor and partner, keep in con- 
stant touch with new developments 
affecting the profession. 

For those men who have attended 
the training school for beginners, it is 
desirable to have annual refresher 
courses for a few days during each of 
the two or three succeeding years. 
These sessions should afford an oppor- 
tunity for the staff men to relate their 
various experiences in practice and to 
raise any questions which have con- 
cerned them. At the same time the 
instructor could emphasize any short- 
comings or weaknesses demonstrated 
by the students or other staff men dur- 
ing the past year. Information of this 
kind could be obtained from personnel 
reports used by some firms whereby, 
at the ccmpletion of each engagement, 
seniors or supervisors report on the 
qualifications and performance of each 
man under them. Such reports also 
assist the firm in advancing their men 
according to their abilities. 

Some firms have extended the train- 
ing school for beginners by providing 
annual schools at various stages of ad- 
vancement for a period of three or four 
years after the men have joined the 
staff. It is contemplated that at the 
completion of the course, the men 
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should have passed their C.P.A. ex- 
amination and attained the rank of sen- 
jor accountant. 

Training programs for advanced 
members of the staff are gaining recog- 
nition by accounting firms as the work 
of the public accountant becomes more 
complex and specialized. Some firms 
hold scheduled classes during the vear 
for staff members at all levels. Smaller 
firms may include the whole staff, in- 
cluding partners, at each meeting. 
Larger firms may have separate sec- 
tions for staff men ef different degrees 
of experience. In some cases it may 
be desirable to divide given groups into 
several sections so that the number in 
each section will not be too large to 
permit full participation by all present. 

The method of conducting advanced 
training programs varies widely in 
practice. Some firms hold formal 
classes according to a fixed schedule, 
involving lectures followed by discus- 
sion. Others hold informal sessions 
whenever circumstances warrant, at 
which a brief presentation of the sub- 
ject matter is followed by extended 
open discussion. 

The subject matter for advanced 
training programs varies from special 
problems of momentary significance to 
conventional accounting and auditing 
subjects. In view of the increasing 
significance of internal control in audit 
engagements, this subject is receiving 
considerable attention in current pro- 
grams. Other subjects worthy of con- 
sideration might include: j 


(1) Special problems encountered in 
performing standard audit pro- 
cedures 

(2 


“ 


Auditing problems of special in- 
dustries (banks, institutions, 
public utilities, etc.) 

(3) Federal income taxes 

(4) Cost accounting’ 
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Contemporary Accounting (the 
Institute’s refresher course) 
(6) Preparation of reports 

(7) Audit programs 
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(8) Recent or proposed releases of 
the Institute, the S.E.C., or the 
firm 


Whatever form of program is used, 
case material from actual practice is 
particularly suitable for use in present- 
ing the subject matter. While the ses- 
sions should be carefully planned and 
conducted in a serious manner, an air 
of informality will bring out more free 
discussion and participation by those 
present. 

There are differences of opinion as 
to whether advanced training should be 
conducted on the basis of a fixed pro- 
gram of regular meetings or from time 
to time as the occasion warrants. In 
any event, to be successful, the pro- 
gram should be organized by a definite 
group within the firm. One form of 
such organization is to have a standing 
committee or individual with general 
supervision over the entire program 
and separate committees of staff men 
assigned to develop the material and 
direct its presentation at the individual 
meetings. Where such committees 
work on a subject of continuing in- 
terest, such as internal control or S.E.C. 
matters, they may be relatively perma- 
nent regardless of individual meetings. 


Other Forms of Training 


The training programs already dis- 
cussed all contemplate their being con- 
ducted by the firms themselves with the 
use of their own personnel. Where a 
suitable instructor is not available from 
the staff, consideration might be given 
to the use of a practical-minded uni- 
versity professor to serve as instructor 
on a part time basis. Special subjects, 
such as report writing or public speak- 
ing, might be handled by outsiders ex- 
pert in the field, such as Mr. John Man- 
tle Clapp, who rendered such service 
for the State Society. Another alter- 
native, which might appeal particularly 
to the smaller firms, is the conducting 
of staff training schools under the spon- 
sorship of the American Institute of 
Accountants, the state societies of cer- 
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tified public accountants, or the uni- 
versities. The refresher course for re- 
turning service men conducted by this 
Society last year was an experiment in 
this direction which served a most use- 
ful purpose. 

The suggestion has been made that 
outstanding schools of business ad- 
ministration develop special courses for 
experienced staff men to be held for a 
short period during the summer of each 
year. If practicable and properly con- 
ducted, such courses might become an 
important segment of the training pro- 
gram for advanced staff members. 

The limitations of time prevent a 


more extensive discussion of this sub- 
ject. In closing, may I reemphasize the 
great importance of staff training at 
the present time as an aid in the re- 
plenishing of staffs, whose ranks have 
been seriously depleted by the war, 
and in advancing younger men to more 
responsible positions in the shortest 
possible time. There is no one training 
program which is superior to all others, 
but sufficient variations have been 
adopted to suit the needs of most firms, 
Still other methods are worth consid- 
ering so that the profession may derive 
the greatest possible benefits from staff 
training. 
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Three Tools of Business for Distribution 
and Statistical Problems 


By Tueropore G. Mouney, C.P.A. 


N INDUSTRY, the genius of America 
I has built vast structures. As elec- 
tricity has replaced steam and water 
power, and as large, speedy, automatic 
machines in modern factories have re- 
placed the individual in his small shop, 
its growth has been phenomenal. But 
with this development there arose many 
problems. 

When business units were small, the 
management function was largely ef- 
fected by personal observation, per- 
sonal direction and personal instruc- 
tion without elaborate analysis. The 
manager of a business decided upon 
his financial program by knowing what 
funds were available. He determined 
his credit policy by intimate knowledge 
of his market and customers. He hired 
and trained his workers. He knew 
every workman in the plant by name 
and knew intimately each workman’s 
performance, and rewarded him ac- 
cordingly. He purchased new equip- 
ment and judged its suitability. He 
was his own production manager and 
decided how much-of this and that to 
manufacture in order to meet the de- 
mands of his customers. 

Indeed, this manager required no 
elaborate record keeping or reporting. 
Because operations were so simple, cost 
records were practically unheard of, 
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counting machine methods and pro- 
cedures, 
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the payroll was merely a list of em- 
ployees and the amount paid each 
worker, inventory control was deemed 
unimportant, and the sales manager 
had not yet demanded elaborate reports 
of sales and orders by salesmen, prod- 
ucts, and customers, 

Obviously because of its growth and 
because it now functions in an elab- 
orate, intricate economy and _ political 
environment, the problems of modern 
business have become more and more 
involved and diverse. It follows natu- 
rally that the recording, distributing, 
summarizing and reporting of business 
happenings which have been found 
highly essential to the whole scheme of 
business affairs have followed suit and 
likewise become complex. 


As the 20th century advanced well 
into the second quarter, industry found 
itself faced with two problems. One 
was the growth of competition which 
compelled the management of each firm 
to study its costs with care in order 
to stay in business. The second was 
the growth of governmental supervision 
and regulation, as well as tax collecting 
functions which brought increased de- 
mands from both national and state de- 
partments, bureaus and agencies for 
more frequent, more detailed, and more 
voluminous reports. 

So as industry increased its tempo, it 
became necessary for the office to keep 
in step and to handle a larger volume 
of records without a corresponding in- 
crease in personnel, and at the same 
time retain the shorter work day and 
week which are so much a part of the 
American way of life. 

The answer has been found largely 
in the simplification of procedure and 
the adoption of various accounting tools 
and machines. 
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An accounting tool is not an end in 
itself but only a means to an end—one 
that makes for more efficient business 
operation. Using such tools and sim- 
plified methods, the trained office 
worker has been lifted above the drudg- 
ery of office routine, has been able to 
do more in a shorter time and has in- 
creased the accuracy of his work. But 
most important, business facts and fig- 
ures are now obtained more quickly 
and more economically than under com- 
parable manual methods. 


Among the various accounting tools, 
three are singled out herein for special 
consideration because their unusual 
flexilibity and ease of adaptability to a 
wide range of diversified accounting 
problems foreshadows their increas- 
ingly wide acceptance. These tools are: 
(1) Keysort, the fastest known sorting 
system; (2) Summary Strip Account- 
ing, which permits cross-adding of fig- 
ures to final reports and; (3) Unit 
Analysis financial and operating reports 
in comparative spread form. Although 
simple in operation, these devices can 
be applied successfully to the small as 
well as the large business and it is 
pretty certain that their use will result 
in greater efficiency and reduced costs. 


What Is Keysort? 

In brief Keysort is a method of 
punching card records so that they may 
be accurately sorted into any required 
order more rapidly than by any other 
method. It has a wide range of appli- 
cations in the accounting field and is 
ideal for analytical work as applied to 
sales, orders, payroll, costs, inventory 
and vouchers, as well as for almost 
any statistical problem. 

The Keysort card, which may be 
2x 3% inches up to 714x814 inches, 
or even larger in size, is especially de- 
signed to fit the requirements of the 
job, with holes punched around the 
four edges. These holes are coded with 
the required numerical, alphabetical, 
chronological, or direct sorting classi- 
fications. 


296 


A direct code is one in which a name 
or specific classification is assigned to 
one hole or position; for example, one 
hole or position of a labor job card 
might be used to identify all ‘“Non- 
Productive” labor cards; or, for a Per- 
sonnel record, one hole might be named 
“Male” while another named “Female”, 

A numerical code which is the most 
widely used is where each group of 
four holes is assigned the values of 7, 
4, 2 and 1. By merely punching out 
the single numbers or a combination 
of two numbers any digit from 1 to 9 
can be expressed in each of these groups 
of four holes. For example: 1 is 1, 
2 is 2, 3 is the combination of 2 and 1, 
4 is 4, 5 is the combination of 4 and 1 
and so on. 
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Since sorting is one of the functions 
of all distribution and statistical prob- 
lems, Keysort eliminates the wasted 
and time consuming effort resulting 
from manual sorting of: (1) all operat- 
ing forms used for distribution pur- 
poses and; (2) accounting and perma- 
nent record forms designed to provide 
statistical data. In most cases the Key- 
sort card is the original record or 1s 
created as a by-product of the original 
record and so the preparation and tran- 
scription of a separate sortable medium 
is of itself avoided. Examples of some 
original records which may easily be 
converted to a Keysort card: a job time 
card, clock card, material requisition, 
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invoice, order, personnel record or such 
ledger type of records as an equipment 
ledger, insurance records of all kinds, 
etc. 

Often the card may be mechanically 
created, using any one of a wide vari- 
ety of office machines such as an ordi- 
nary typewriter, an addressing device 
or a duplicating machine. On the other 
hand the card might be created with 
an adding machine or one of the many 
types of accounting machines while at 
the same time a summary total would 
be obtained as a by-product of this 
card preparation. These short-cut 
methods are important because they 
help to attain maximum speed, accu- 
racy, and economy in achieving the de- 
sired accounting result. 


Punching Methods 


In the operation of a Keysort system 
the first step is to punch the proper 
marginal codes or code numbers of the 
Keysort card. 

Three methods of punching are fol- 
lowed. 

Hanp PuNcHING—One notch at a 
time is cut with a hand punch which 
is similar to a conductor’s punch. This 
method is used when the volume of 
cards to be punched is small or when 
the speed of punching is not an im- 
portant factor, or, when it is not con- 
verfient to use a gang punch or Key- 
board punch. 

KEYBOARD PUNCHING — The Key- 
board punch, which is available in 
either the hand operated or electric 
model, looks and operates much like 
an adding machine. To punch out the 
required classifications along the four 
edges of the card, it is merely neces- 
sary to depress the proper keys for 
the classifying number, insert the card 
in the chute of the machine, and de- 
press the motor bar of the electric 
model or pull forward the handle of 
the hand operated model. 

Ganc Puncuinc—The gang punch 
which is operated by foot power will 
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nch a batch of approximately two 


hundred cards at a time in a single posi- 
tion. This type of punching is used 
when batches cf cards having the same 
common codes or classifications are to 
be prepared in large quantities. 

For instance gang punching would 
be used when: A batch of job time 
cards are to be pre-addressographed 
and pre-punched by department and 
employee number and then filed in the 
department for ready use by the time- 
keeper; or batches of sales or order 
analysis cards are to be pre-addresso- 
graphed and pre-punched for product, 
item, size, finish, etc. and then filed in 
a tub file; using a copy of the sales 
invoice, a pre-printed pre-punched card 
would be pulled from the tub file for 
each item on the invoice. 





Inasmuch as all the punching equip- 
ment is simple to operate, both key- 
board and gang punching is remark- 
ably fast, accurate and easy to learn by 
the same personnel available in any 
office. 
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Sorting 

After the Keysort cards have been 
punched, the next step is to sort them 
into order by the required groups. For 
instance in a payroll and labor distribu- 
tion problem, a day’s batch of job cards 
would be sorted by department and 
then by emloyee number to obtain pay 
totals by employee; next they would be 
sorted into two groups, 1.e., by Produc- 
tive and Non-productive, and the Pro- 
ductive group would be sorted by prod- 
uct class while the Non-productive 
group would be sorted by account num- 
ber to obtain labor distribution ; finally 
all Productive cards would be sorted by 
order number to obtain the labor cost 
of each order. 





To sort a batch of cards, they are 
merely placed in an upright position on 
the table and supported with the left 
hand. A sorting needle is next inserted 
in the hole or holes required. For in- 
stance, assume a direct sort by Produc- 
tive and Non-productive labor is made. 
The needle is inserted in the “Produc- 
tive” hole and then raised. All cards 
punched in this “Productive” position 
will drop down and rest on the table 
while the unpunched or “Non-produc- 
tive” cards will remain on the needle 
and will be sorted away from the 
“Productive” cards. 

The mechanics of sequence sorting is 
identical with direct sorting. The sort- 
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ing needle is inserted first in the “]” 
position of the units digit and the cards 
that drop out are placed in the back of 
the stack. Then the needle is inserted 
in the next position to the left and so 
on across the card until all positions 
for a given number have been ex- 
hausted. Naturally various sorting 
short cuts may be utilized for special 
problems. When sorting is finished all 
cards will be in strict numerical 
sequence. 

Sorting Keysort cards is the fastest, 
most accurate and economical method 
known. With just one sort a large 
number of cards are sorted away from 
the remainder. As a rule it is unneces- 
sary to accumulate large batches of 
cards before starting to sort because 
quite small batches of cards may be 
sorted immediately after they are 
punched in order to get them in se- 
quence for the summarizing step which 
follows. And what is very important, 
sorting is remarkably easy to learn. 
Anyone can be taught to sort in just a 
few minutes time and after a few days 
of actual practice, a satisfactory sorting 
speed is attained. 


Summarizing 

The ultimate objective of any dis- 
tribution problem and quite a few 
statistical problems is to obtain final or 
summary totals of hours, quantities, or 
amounts by employee, by item, by ac- 
count, etc., for report purposes. Every- 
one is familiar with the usual manual 
method of summarizing figures, as 
practiced in the past. Distribution 
amounts are copied or posted to col- 
umnar journals or analysis sheets and 
the amounts in these columns are then 
added to obtain summary totals. 

Under the Keysort method, the copy- 
ing of figures in detail to an analysis 
sheet is eliminated. It is only neces- 
sary to sort the cards into groups ac- 
cording to the classifications required, 
add the quantities or hours or amounts 
written or printed on the cards with 
whatever adding equipment that may 
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be on hand, and post the resulting totals 
on a convenient depository. 

Two types of depository records are 
employed: (1) the Keysort Summary 
Card or; (2) a Unit Analysis Sum- 
mary Strip which is explained later. 
The Keysort Summary Card like the 
detail card is especially designed to fit 
the requirements of the job. It is made 
the same size as the detail card em- 
ployed and is provided with the follow- 
ing: (1) space for showing the names 
and numbers of the summary classifica- 
tions such as employee, department, 
account number, order number, etc.; 
(2) a Keysort coding section for the 
required code numbers; (3) columns 
for posting summary totals. It is to 
be noted that the period covered by a 
summary card is extremely flexible be- 
cause it may provide space for the 
summary totals for one day, for a week, 
for an entire month or even longer. 





To intersort summary cards with 
detail cards, summary cards are placed 
in front or in back of the detail cards 
and all cards are then sorted in the 
regular manner. After sorting, a sum- 
mary card will separate each group of 
detail cards. 

Obviously the advantages of the 
summary card are: (1) it provides a 


convenient depository or ledger record 
for posting totals; (2) it speeds adding 
because it acts as a stop card between 
groups of cards; (3) it proves posting 
to the right account automatically ; (4) 
it provides a unit record of totals which 
may be Keysorted to obtain further 
summiarizations. 


Summary Strip Accounting 

In the past few years, Summary 
Strip accounting has gained wide use 
for obtaining distribution totals. The 
method is not new but it has been grow- 
ing in popularity and its use has been 
justified chiefly because timeliness of 
figure facts is a necessity in modern 
business. Unless figures are submitted 
to management promptly and on time 
they have little value. Consequently, 
any method or system which makes it 
possible to obtain figure facts which are 
better organized, more accurate, more 
economical to prepare, and which are 
received more promptly, justifies its 
existence. 

Summary Strip Accounting, also 
known as peg board, peg strip and 
shingle strip accounting is a decidedly 
simple method of accumulating or sum- 
marizing a large number of items to a 
smaller number of accounts. Funda- 
mentally, the basis of this accounting 
principle is a method of form design, in 
which figures are posted on the form in 
such a manner as to permit the accumu- 
lation of final figures with a minimum 
of recording and adding. 

The form is simply a strip with holes 
punched at the top for alignment pur- 
poses and so designed that figures may 
be posted in one or more columns along 
the vertical edge of the form and op- 
posite the correct account. Posting fig- 
ures in a column at the edge of a form 
makes it possible to shingle or spread a 
number of these forms, summaries, or 
reports in an overlapped fashion* so 
that all figures are visible for cross add- 
ing to obtain summary totals. 

The equipment upon which the strips 
are shingled or overlapped is mechani- 
cally simple to operate. There are two 
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major classes: (1) the peg board or 
peg rail which is merely a rail equipped 
with posts spaced the same distance 
apart as the width of the visible column 
on the form; the rail may or may not 
be mounted on a board; immediately 
after each spread has been cross-added 
the strips are removed in readiness for 
a new spread; (2) the Strip Summary 
Binder is an especially constructed 
prong type, accommodating as many as 
forty different spreads with an index 
sheet separating each spread of strips 
from the others. An advantage of this 
type of stripping over the peg rail or 
peg board is that a strip may be filed 
immediately after preparation and may 
thus be referred to for any comparative 
analysis during the period. Also at the 
end of the period, peak load handling 
of the strips is avoided, because they 
are already in spread arrangement for 
immediate cross-adding. 

There are two types of strip sum- 
maries in common use: (1) original 
media summaries ; (2) depository sum- 
maries. 

ORIGINAL MEDIA SUMMARIES — 
Many times the summarizations or re- 
ports required can be obtained by de- 
signing the original record in_ strip 
form. This is the most economical and 
accurate method because the original 
figures are used to obtain final totals 
with no recopying. An example of this 
type of strip might be an invoice, an 
order, a salesman’s report, a branch 
expense report, etc. 

Depository SUMMARIES—A deposi- 
tory strip summary might be defined as 
any summary used to record totals 
which are obtained from adding other 
records. For example, assume that the 
problem is sales analysis and that sales 
totals are required for each salesman— 
first by Major Classes of Merchandise 
and second by Trade Classes. The 
original record (such as a Keysort card 
which has been created for each item 
line on the invoice) is first sorted by 
Salesmen and Trade Classes, amounts 
are added, and the totals are posted to 
a Salesman Strip Summary. Then the 
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Keysort cards for each salesman are 
again sorted—this time by Trade Class 
—amounts are added, and these totals 
are also posted to the Salesman Strip 
Summary. 

Figures shown on the original Key- 
sort cards are picked up only once and 
posted to the strip summary. There is 
no rehandling of figures. From this 
point on all final report totals required 
are obtained by cross-adding the strips 
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in a series of progressive steps. The 
daily strip summaries for a salesman 
covering any period, (such as a week 
or a month) are spread on a peg rail. 
All amounts are cross-added and the 
totals posted to a Monthly Salesman 
Summary. These Salesman Summaries 
are cross-added to the Branch Sum- 
mary and the Branch Summaries cross- 
added to a grand Total Summary or 
final company report. 

Proof of final summary totals is easy 
and most accurate because the sum of 
the line totals must equal the sum of 
the columnar totals. Because there are 
so many short-cuts possible in Strip 
Summary accounting, it is apparent 
that the method is fast, accurate, and 
economical. 


Unit Analysis Comparative Reports 


The major figures of a business oper- 
ation—such as total sales, total cost of 
sales, and total expenses—may be read- 
ify remembered by an executive but it is 
almost impossible to depend on memory 
alone to determine whether the more 
detailed operations of the business show 
favorable or unfavorable trends. State- 
ments and reports, consequently, are 
the life blood of business. They are 
the tools by which the management can 
analyze the course of the business, item 
by item and department by department, 
after which judgments may be passed 
and decisions taken. 

The objective of any statement analy- 
sis could be summed up according to 
the following functions: (1) to deter- 
mine trends; (2) to measure and reg- 
ulate the operating efficiency of the 
business; (3) to present all facts and 
conditions for detecting symptoms of 
business ailments. In order to analyze 
trends and conditions more easily, it is 
essential that figures for the current 
period be compared with those for pre- 
vious periods. Progress can only be 
evaluated by placing earlier and later 
statements side by side and determining 
what improvements there were after a 
change in operations was made. 

The Unit Analysis or strip type of 
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statement and report is a unique and 
efficient method of comparing figures 
for the current period with those for 
previous periods. Each statement or 
report required by management is 
printed on an especially designed form. 
Like strip accounting summaries, holes 
are punched at the top to permit filing 
the forms in Unit Analysis binders of 
the prong type. At the close of each 
period, such as the end of a month, the 
current month’s figures are posted in 
the left hand column and the year to 
date figures in the right hand column. 
Any number of copies may be readily 
prepared by typewriter or duplicating 
machine methods. 

After the statements are completed 
they are filed in the Unit Analysis 
binder in any comparative arrange- 
ment desired. 





In this form, they will permit com- 
parisons of current figures with those 
for previous periods—for example: 
(1) the current month compared with 
the previous month this year; (2) the 
current month with the corresponding 
month last year and; (3) the year-to- 
date this year with the same period 
last year. 

Another outstanding feature of the 
method is that if duplicate statements 
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are prepared—for salesmen, depart- 
ments, branches, divisions, etc.,—the 
original may be filed in monthly and 
year-to-date comparative arrangement 
while the duplicate may be filed to show 
comparisons of each individual or 
group, one with the other. 

The advantages to the executive who 
studies and examines such reports are: 
(1) a comprehensive crystal clear pic- 
ture of the business is obtained because 
figures for the current period are com- 
pared with previous periods; (2) fa- 
vorable or unfavorable trends are 
indicated at a glance; (3) the eye can 
readily travel along a row of figures to 
make the necessary comparisons for all 
previous periods; (4) all figures are 
side by side and not in jump column 
arrangement; (5) the method is flexi- 
ble and therefore adaptable to any re- 
port or comparison desired. 

The advantages to the accountant 
who compiles these reports are: (1) 
reports for a day, a week, or a month 
may be quickly prepared from original 
records or from ledgers by merely 
copying figures on the report form; 
(2) the accounting cost of preparing 
reports and statements is reduced,—an 
enormous percentage of the time now 
spent in preparing comparative reports 
is saved because all copying, transcrib- 
ing and proving of previous figures is 
eliminated; (3) detail reports in strip 
form may replace analysis accounts in 
the general ledger or cost ledger,—they 
have a great advantage over ledger 
analysis because they show totals with 
no irrelevant details; thus the ledgers 
may be greatly simplified, because only 
controlling accounts need be posted; 
(4) there is no copying, transcribing 
or proving of figures for previous 
periods. 





Coordination of the Three Tools 

There are two major types of ac- 
counting problems best answered with 
these three tools. The first is distribu- 
tion which may be defined as the sort- 
ing, accumulating, summarizing and 
posting of a large number of items to a 
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smaller number of accounts. 


The sec- 
ond is statistics which is the science of 
preparing, summarizing and analyzing 
groups of data in order to arrive at 
general truths. 


Distribution Problems 

By and far, the chief distribution 
problems are cost analysis which in- 
volves the distribution of labor, mate- 
rial and overhead expense, sales or 
order analysis, payroll accounting, in- 
ventory control and voucher or accounts 
payable accounting. 

Under the broad category of cost ac- 
counting a complete analysis of labor, 
material and expense by jobs, by de- 
partments, by operations, by machines 
and by accounts must be prepared re- 
gardless of whether a job cost, process 
cost or standard cost plan is in force. 
Or with competition as keen as it is 
today, the sales manager must be fur- 
nished quantity and value reports of 
both sales and orders by salesmen, by 
branches, by products, by trade classes, 
by customers, by states and cities. The 
reports and summaries of payroll ac- 
counting, inventory control and voucher 
or accounts payable accounting are 
somewhat similar to these require- 
ments. 

Despite the apparent dissimilarity of 
all these problems, fundamentally they 
all have one thing in common. Namely, 
totals for management reports are re- 
quired by numerous breakdowns. 
Within the limited scope of this dis- 
cussion it is impossible to give a de- 
tailed explanation of how the procedure 
for any particular problem should be 
handled. But for any given case, the 
use of the three tools described—Key- 
sort, Strip Accounting and Unit Analy- 
sis comparative reports will yield 
advantages unobtainable under more 
conventional methods of procedure. 
Each tool may be used independently by 
itself or all three may be coordinated 
and integrated into a complete system. 

For instance a group of Keysort 
cards which are either the original rec- 
ords or are made as a by-product of the 
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original records are sorted by the 
breakdowns required. Next the figures 
shown on these cards are added and the 
resulting totals are posted to a con- 
venient depository which may either be 
a Keysort Summary Card or a Unit 
Analysis Strip. At the end of the period 
the figures on the summary cards are 
added and those on the summary strips 


are cross totalled. Then the final re- 
port totals are copied onto Unit Analy- 
sis financial and operating reports and 
these are projected in any comparative 
arrangement desired by management. 


Statistical Problems 

Today we live in the midst of statis- 
tics and govern our lives by means of 
them. All human activity from ‘the 
making of simple daily decisions to the 
more complex matters of making laws 
and treaties, measuring the value of a 
new medicine or medical treatment, 
evaluating the efficiency of a new ad- 
vertising method and even the waging 
of wars hinge largely on statistics. Most 
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manufacturing concerns, public util- 
ities, railroads and all governmental 
divisions depend largely on statistics of 
one kind or another for management 
guidance. 

Every statistical study requires an 
answer to a question or a group of 
questions. For instance one might ask 
the question: what is the weight of 
school children? Immediately other 
questions are raised: which grade, in 
what city, which sex, and what nation- 
ality? 

Or take a typical question about vital 
statistics which is a required compila- 
tion of every state government. The 
query, what was the death rate last 
year, naturally requires an answer to 
other queries: between what ages, in 
what city, from what causes, which sex 
and which race? 

In personnel management questions 
will arise about employes either indi- 
vidually or collectively as a whole. For 
instance: how many workers are there 
of each sex? how old are they? what 
is their education? do they rent or own 
their own homes? how many have had 
military service? which ones should be 
upgraded or are qualified for promotion 
based on length of service ? 

Usually some kind of an original 
record such as a census of school chil- 
dren, a report of births or deaths or a 
personnel record of each worker has 
been prepared to record statistical facts 
and data such as these. To facilitate 
statistical fact finding, it is compara- 
tively simple to convert each original 
record to a Keysort card by coding and 
punching the essential facts around the 
edges of the card. 

The cards are filed, maintained and 
kept up to date just like any ordinary 
permanent record cards. But immedi- 
ately when statistical questions arise, 
they may be removed from the file, may 
be quickly sorted and the necessary 
summaries and reports prepared. Al- 
though simple as this procedure is, it 
provides a fast, accurate and econom- 
ical solution in the field of statistical 
research. 
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A Note on 


The Gross Receipts Tax on Stevedoring 


By N. Harry Sack, C. P. A. 


i pae New York City gross receipts 
tax, which was enacted in 1934, has, 
after more than 12 years, been held by 
the United States Supreme Court to 
be invalid as applied to receipts from 
stevedoring in interstate and foreign 
commerce. The tax was one-tenth of 
one per cent of gross receipts from sales 
and services. This important decision 
was handed down on March 10, 1947, 
in the cases of Joseph v. Carter & 
Weekes Stevedoring Company and 
Joseph v. John T. Clark & Son. Four 
justices dissented as it related to inter- 
state commerce and two justices dis- 
sented as it related to foreign com- 
merce. 

It should be stated at the outset that 
under the local law, receipts are tax- 
able only to the extent that they are 
received in or are allocable to the City 
from activities carried on within the 
City. In this case, the City contended 
that the business of the stevedoring 
companies consisted only of loading 
and unloading vessels; that such activi- 
ties were confined exclusively to New 
York City and could not be taxed by 
another state. Accordingly, the City, 
observing no basis for apportionment, 
taxed all the receipts as allocable to 
New York City. 





N. Harry Sack, C.P.A., a mem- 
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Chairman of our Committee on Mu- 
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The Supreme Court, however, Jus- 
tice Reed rendering the majority 
opinion, declared that stevedoring “‘is 
essentially a part of the commerce itself 
and therefore a tax upon its gross re- 
ceipts or upon the privilege of conduct- 
ing the business of stevedoring for 
interstate and foreign commerce, meas- 
ured by those gross receipts, is invalid.” 
In so doing, it reaffirmed the ruling in 
the Puget Sound Stevedoring Company 
case, 302 U. S. 90, decided in 1937, 
which involved the State of Washing- 
ton gross receipts tax, one similar to 
that laid by New York City. As in 
that case, Justice Reed pointed out 
“that transportation by water is impos- 
sible without loading and unloading. 
Those incidents to transportation oc- 
cupy the same relation to that com- 
merce whether performed by the crew 
or by stevedores, contracting inde- 
pendently to handle the cargo. The 
movement of cargo off and on the ship 
is substantially a continuation of the 
transportation.” The justice noted that 
“the words themselves of the Com- 
merce Clause forbid undue interfer- 
ences by the states with interstate com- 
merce and that this rule applies in full 
force to an unapportioned tax on the 
gross proceeds from interstate business 
where the taxes were not in lieu of 
ad valorem taxes on property”. He 
added : “We do not think that a tax on 
gross income from stevedoring, obvi- 
ously a ‘continuation of the transporta- 
tion’, is a tax apportioned to income 
derived from activities within the tax- 
ing state. The transportation in com- 
merce, at the least, begins with loading 
and ends with unloading. Loading and 
unloading has effect on transportation 
outside the taxing state because those 
activities are not only preliminary tc 
but are an essential part of the safety 


May 





_— eww 











A Note on The Gross Receipts Tax on Stevedoring 


and convenience of the transportation 
itself.” 

In appealing, New York City argued 
that in subsequent holdings* the Su- 
preme Court has in effect overruled 
the Puget Sound decision and has sus- 
tained gross receipts taxes which have 
been levied on an intrastate event sep- 
arate and apart from interstate com- 
merce even though closely related in 
time and movement to interstate com- 
merce. This argument received sup- 
port in the dissenting opinion by Jus- 
tice Douglas who pointed out that “the 
activity of loading and unloading was 
confined exclusively to the State that 
imposed the tax. No other State could 
tax the same activity. The tax there- 
fore is in its. application nothing more 
than a gross receipts tax apportioned 
to reach only income derived from ac- 
tivities within the taxing State.” 

In a discussion of these later deci- 
sions, the majority opinion noted “that 
in each case there can be distinguished 
a definite separation between the tax- 
able event and the commerce itself.” 
As to stevedoring, the activities of load- 
ing and unloading, even though per- 
formed entirely within the city limits, 
are not distinct enough from the com- 
merce to permit the tax on the gross 
receipts. These services as stated in the 
Puget Sound case, supra, “always com- 
mence in the hold of the vessel and end 
at the first place of rest and vice versa.” 

In the view of the dissenting opinion, 
the case indicates a departure from re- 





cent Supreme Court cases that have 
sustained non-discriminatory gross re- 
ceipts taxes which were fairly appor- 
tioned to local activity in the taxing 
state and which did not subject inter- 
state commerce to the risk of multiple 
taxation. In the writer’s opinion, how- 
ever, the decision of the Court does not 
support that view. The majority opin- 
ion cited those later cases with approval 
but drew the distinction between them 
and this case. Stevedoring, it appears, 
is so inherently and so essentially a part 
of commerce itself that, even though 
the activities are local, receipts there- 
from are not allocable to the taxing 
state. Accordingly a tax upon its gross 
receipts is invalid as constituting a re- 
striction on interstate and foreign com- 
merce prohibited under the interstate 
commerce clause of the Constitution. 


The question arises, whether exemp- 
tion from tax will be extended to re- 
ceipts from bonded warehouses and 
other businesses whose activities, 
though purely local, are closely linked 
to the movement of goods in foreign or 
interstate commerce. 


It is believed that the principle of the 
case, in view of the reasons given and 
decisions cited, will not be extended 
where the local event from which the 
receipts are derived is distinctly sep- 
arate and apart from interstate com- 
merce. Where a fair and adequate allo- 
cation formula is applied, the tax will 
be sustained. 


* 1Vestern Live Stock vy. Bureau of Internal Revenue, 303 U. S. 250 (1938) ; Pacific; 
Southern Pacific Co. v. Gallagher, 306 U. S. 167 (1939) ; 
McGoldrick v. Berwind-White Coal Mining Co., 309 U. S. 33 (1940) ; and 
Department of Treasury of Indiana v. Wood Preserving Corporation, 313 U. S. 62 
(1941), 


Tax Hints for Realty Organizations 
By Cuartes Meyer, C.P.A. : 


HE bookkeeping records are not 
Spending controlling as to the exact 
tax status of realty transactions. 
Proper income tax returns can only be 
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prepared after the accountant has read 
and examined the legal documents in- 
volved, as well as the tax returns of 
prior years, if any. In certain specific 
cases, it might even be advisable and 
necessary to get a written legal opinion 
from the taxpayer’s attorney. 


Rents Receivable 


As to accrual basis taxpayers, rental 
income should be reported in that year 
when events have occurred which fix 
both the amounts of income and deter- 
mine that the amount is definitely re- 
ceivable.“) Should there be litigation, 
the necessary events will be considered 
to have occurred in the year of final 
determination of this litigation.“® 

Cash basis taxpayers report the rent 
as taxable income when it is received 
and this is required even if the rent is 
paid for a later year.‘? 

Advance rentals, bonuses or royal- 
ties received by a lessor on the execu- 
tion of a lease or for making a new 
lease must be fully included as income 
in the year of receipt, regardless of 
whether taxpayer is on cash or accrual 
method of accounting.“ As to an 
accrual basis taxpayer, if the bonus is 
payable in any event, it is taxable in 
the year the lease was executed al- 
though the amount was not due or paid 
until succeeding years.“ Accordingly, 
such taxpayers who have any such sum 
due shown as part of “Rents Receiv- 
able” must report the rental income in 
the year the lease was executed. Thus 
you may have an asset item on the bal- 
ance sheet which has already been in- 
cluded in taxable income. 


247: cert. denied, 296 U. S. 653. 
Comm., 147 F (2) 856. 


Comm., 143 F (2) 912. 
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Tax Hints for Realty Organizations 


Notes Receivable for Rents 


Notes given to a landlord for ad- 
vance rents were held taxable to a cash 
basis landlord only when the notes 
were collected by such landlord.) 
Notes receivable for current rents due 
from tenants should be treated as in- 
come by accrual basis landlords. 

Generally, cash basis landlords 
should report as income the fair mar- 
ket value of notes received from ten- 
ants for current rents. It does not 
follow, however, that cash basis busi- 
ness tenants can take a deduction for 
rent so paid—they have to wait until 
this note is paid. 


Accounts or Notes Receivable “In- 
stallment” Accounts 

When real estate organizations sell 
property to buyers who are permitted 
to pay for it by more than one pay- 
ment, they are generally considered as 
deferred payment sales. However, for 
income tax purposes such sales are 
divided into two categories, viz: (1) 
“installment plan sale’ and (2) a “‘de- 
ferred payment sale not on installment 
plan.”‘©) These special classifications 
have their own technical meanings for 
income tax purposes. 

The “installment” sales method is 
applicable to realty sales where “‘initial 
payments” do not exceed 30% of the 
“selling price’. The “deferred pay- 
ment sale not on the installment plan” 
applies only where the “initial pay- 
ments” do exceed 30% of the “selling 
price.” In either case, the amount of 
the selling price is immaterial (the sell- 
ing price of more than $1,000.00 gen- 
erally applies to casual sales of personal 
property). It is immaterial whether 
or not title to the-property passes to the 
vendee at time sale is made. 

If the taxpayer has accounts or notes 





Helvering, 69 F (2) 277. 
» 


(3) Gates vV. 


(6) Sec. 44, Internal Revenue Code, Reg. 


7) Reg. 29.44-3. 

(8) Sec. 117, Internal Revenue Code. 
(9) Snell v. Comm., 97 F (2) 891. 
(10) Reg. 29.44-2. 


(11) Sec. 44 (b), Internal Revenue Code. 
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receivable arising from “installment” 
sales the income reported in any tax- 
able year is that proportion of the in- 
stallment payments received which the 
total profit realized or to be realized, 
when all proceeds are collected, bears 
to the total contract price.) If the 
real property sold is considered a cap- 
ital asset then the applicable provisions 
of the Internal Revenue Code should 
be considered.‘®) The profit on an in- 
stallment sale is taxed under the law 
in effect in the year the profit is re- 
ported.) Therefore, the postpone- 
ment of the reporting of a proportion 
of the collections under the “‘install- 
ment” method could give rise to tax 
savings in a future year when the ordi- 
nary tax rates are expected to be 
reduced. 

The essential elements of “‘install- 
ment” sales tax accounting are based 
on the technical meaning of (1) “‘sell- 
ing price” (2) “initial payments” and 
(3) “contract price.” 

“Selling price” means the total 
amount involved in the sale and in- 
cludes not only cash and other prop- 
erty received by vendor but also the 
mortgage notes given by vendee and 
any mortgage “assumed” by the ven- 
dee or any mortgage as to which the 
property is taken “subject” by the 
vendee. 

“Tnitial Payments” means the total 
payments received in cash or property 
other than evidences of indebtedness of 
purchaser during the taxable period in 
which the sale is made.“ “Initial 
Payments” do not include notes given 
by the purchaser nor do they include 
a mortgage given by vendee or a mort- 
gage assumed by the vendee or a mort- 
gage as to which the property taken 
“subject” by the vendee. However, if 
the mortgage is assumed and_ said 
mortgage exceeds the basis of the 
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property to vendor, the excess is part 
of the initial payments. “Initial pay- 
ments” do not include amounts re- 
ceived by the vendor in the year of sale 
from the disposition to a third person 
of notes given by the vendee as part of 
the purchase price and which are pay- 
able in a subsequent year. ‘‘Initial 
payments” do include all payments 
made by vendee during the year of 
sale. If the entire purchase price is to 
be paid in a lump sum in a later year, 
with no payments in the year of sale, 
the vendor can not report on the “in- 
stallment” plan. Where no cash or 
property (other than evidence of in- 
debtedness of vendee) is received dur- 
ing first year and the vendee is to make 
two or more payments in later years 
the vendor likewise can not report on 
the “installment” plan.“ 


be 


Contract price’ means the total 
sum to be received by vendor or the 
vendor’s equity in the property. For 
example, A sells for $50,000 property 
encumbered by a $10,000 mortgage. 
The selling price is $50,000, but the 
contract price is $40,000 whether or 
not the purchaser assumes the mort- 
gage. 

However, if a situation presents it- 
self where a mortgage is assumed by 
the vendee and such a mortgage ex- 
ceeds the basis of the property sold, 
the excess if treated as part of “con- 
tract price” and “initial payments”. 
For example, B bought property in 
1933 for $12,000, and in 1941 B placed 
a $20,000 mortgage on the property. 
In the current taxable year, B sells the 
property for $70,000—cash $11,000— 
and the vendee assumes the $20,000 
existing mortgage and gives B a new 
purchase money mortgage for $39,000. 
The contract price is $58,000 ($11,000 
+$39,000-+-$8,000). The initial pay- 
ment is $19,000 ($11,000+-$8,000). 





(12) Reg, 29.44-2. 

(13) Reg. 29.44-2. 

(14) T, T, 2305, V-2 CB 108. 
(15) Reg. 29.44-3. 

(16) ARR 1216 I-2 CB 9%. 
(17) Reg. 29.44-4. 
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Thus, the $8,000 excess of the assumed 
mortgage is treated as if B received 
cash. 

A formula for computing the profit 
to be reported on the installment plan 
follows: 

Total profit (selling 
price less cost or Percent of 
other basis) profit to be 
—_—__—_—_————_ = _ reported on 
Contract Price yearly collec- 
tions by vendor. 

Commissions and selling expenses 
are not deducted in determining “‘sell- 
ing price’, “initial payments”, or ‘‘con- 
tract price’.“%) Such expenses are, 
however, offset against the selling 
price for purpose of determining the 
profit to be realized from the trans- 
action. “Dealers” in real estate should 
deduct commissions paid for sale of 
realty as a business expense.“!*) 

The taxpayer has the option of re- 
porting the income from “installment 
sales” on either the regular accrual or 
cash basis method, provided he follows 
this practice consistently.“5) In such 
instance the books will most likely be 
kept on installment basis although the 
tax return is prepared on a different 
basis. Only gains may be reported on 
the “installment” plan—losses may not 
be so reported.@® 


Accounts or Notes Receivable—De- 
ferred Sales Contracts 


(a) If the “initial payment” ex- 
ceeds 30% of the “selling price’, the 
transaction may not be reported on the 
installment plan for tax purposes. Un- 
der such circumstances, the obligations 
of the purchaser received by the tax- 
payer are considered as the equivalent 
of cash to the extent of their fair mar- 
ket value.“7) The taxpayer will now 
report as income the entire amount 
during one year and the only portion 
that will be deferred to a later tax year 
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will be that amount, if any, which rep- 
resents the discount in the value of the 
obligations of the purchaser. The fol- 
lowing is an illustrative example: C 
owned real property encumbered by 
a mortgage of $10,000. In 1946 when 
this property was sold, the property had 
an adjusted basis of $30,000, and it was 
sold to a purchaser for $50,000, as fol- 
lows: Cash, $19,000.00; first mort- 
gage assumed, $10,000; second mort- 
gage, $21,000, payable in three annual 
installments of $7,000, commencing in 
1947, Let us assume that the fair mar- 
ket value of the second mortgage was 
6624% of its face value or $14,000. 
The transaction cannot be reported on 
the installment basis since the “initial 
payment” of $19,000 exceeds 30% of 
the $50,000 selling price. The entire 
gain of $20,000 may be reported by the 
taxpayer in the year the sale took place 
in 1946, or it may be spread over 1946, 
1947, 1948, and 1949 as follows: 


Cash 
1946 

Ist mortgage assumed and 
therefore valued at par... 

2nd mortgage $21,000 
Less: 4 discount 7,000 


proceeds realized 


eee Te ere $19,000 


10,000 
14,000 





$43,000 
30,000 


Adjusted basis 





Recognized gain in 1946 $13,000 


For 1947, 1948, and 1949, when 
$7,000 is received in each year, one- 
third thereof (or $2,333.33) will be 
recognized gain in each of said years. 
The foregoing results would apply 
whether or not title to the property 
passed to the purchaser at the time the 
contract was executed. 


Assuming the same facts as in the 
previous illustration, except that the 
taxpayer can establish that the second 
mortgage had no fair market value, then 
the following would result : 


(18) Burnet v. Logan, 283 U. S. 404. 


(9) Helvering v. Hammel, 311 U. S. 504. 


1947 


Cash proceeds received in 


EIAGE itor Saceula ene ton $19,000 
First mortgage assumed by 

purchaser and, therefore, 

Valtied af POF 2... i cccscss 10,000 
First annual installment, due 

Ti. 7 eens Reet 7,000 
Second annual installment, 

Cie th FI vb sha eewees 7,000 
Third annual installment, due 

5a AY SEDER ren trae ta 7,000 


Since the adjusted basis is $30,000, 
Mr. C would not have to report any in- 
come until he has recovered his original 
investment of $30,000.78) Therefore, 
the cash received of $19,000 at the time 
of the sale, plus the $10,000 first mort- 
gage, which is valued at par, and plus 
the first $1,000 of the $7,000 installment 
received in 1947 would be a return of 
capital. Accordingly, the $6,000 of 
1947 collections would be reported as 
income in 1947, and $7,000 would be 
reported in both 1948 and 1949, pro- 
vided said installments are paid on time. 
Thus, the entire $20,000 is reported 
over the period of years. The difficulty 
here is, however, that the taxpayer 
would have to prove that the mortgage 
had no fair market value. A good illus- 
tration of a case where no market value 
would exist might be the circumstances 
where a wealthy property owner sold 
his farm to his caretaker and permitted 
the caretaker to pay off the obligations 
over several years. In such a case, of 
course, the financial weakness of the 
buyer would be known to the entire 
community. 

In connection with the foregoing, if 
the property sold was a capital asset 
then, of course, the taxpayer can take 
advantage of Section 117 of the Code. 


Mortgages Receivable 


If the taxpayer forecloses his mort- 
gage, it is considered a sale or exchange 
for income tax purposes.“ Therefore, 
it is important to determine whether 
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the mortgage held is or is not a capital 
asset, for even if there is a sale or ex- 
change by the foreclosure, the capital 
gain and loss provisions of the law will 
not apply if the mortgage is held to be 
a non-capital asset. 

If the mortgagor makes a voluntary 
conveyance to the taxpayer mortgagee, 
the fair market value of the mortgaged 
property is considered as a payment for 
the unpaid balance of the mortgage. If 
the fair market value of the property is 
less than the basis of the unpaid ‘mort- 
gage and if the mortgagor is insolvent, 
the difference is a bad debt allowed to 
the taxpayer. 

If the taxpayer mortgagee is obliged 
to foreclose and bids in the property, he 
may have a capital gain or loss in addi- 
tion to the bad debt deduction. The 
difference between the fair market 
value of the property and the unpaid 
balance due on the mortgage, is the bad 
debt. The difference between the fair 
market value of the property and the 
obligations of the mortgagor applied to 
the bid price is the amount of the recog- 
nized gain or loss. Generally, the fair 
market value of the property is deemed 
to be the “bid price” unless proof is 
submitted to the contrary. Toa certain 
extent the mortgagee can here control 
his tax consequences. “19®) 

If a stranger bids in the property at 
the foreclosure, the mortgagee taxpayer 
would generally have a bad debt deduc- 
tion, the amount of which would be de- 
termined by the difference between the 
cash received from the stranger’s bid 
and the amount of the unpaid mortgage 
indebtedness. 

If the taxpayer holds a second mort- 
gage and the first mortgagee forecloses, 
the taxpayer would also have a bad 
debt. 

In each of the foregoing cases involv- 
ing bad debts, the taxpayer would have 


to determine whether Section 23(k) (4) 
(involving non-business bad debts) ap- 
plies. If it is deemed a non-business 
bad debt and the taxpayer is not a cor- 
poration, the bad debt is considered as 
if it wege a short term capital loss. 

The interest receivable on the mort- 
gage should be reported by the taxpayer 
on the accrual basis, whether received 
or not. However, even though the in- 
terest may be set up on the books as a 
receivable, such a taxpayer need not 
report the income if, in fact, the tax- 
payer knows that the interest will not 
be paid.@® The burden, however, is 
on the taxpayer to prove this. 

If the mortgagee taxpayer gratitu- 
ously forgives the mortgagor the 
amount is not taxable income whether 
or not the mortgagor is solvent or in- 
solvent.2) However, whether the 
mortgagor is fully liable on the bond 
certain factual situations must be con- 
sidered before determining the tax con- 
sequences. (2) 


Leaseholds 


A leasehold may be an asset on the 
books of both the landlord and the ten- 
ant. The cost of acquiring leaseholds 
should be written off for tax purposes 
over the life of the lease. Such costs, 
for a landlord, generally include com- 
missions paid to a broker and legal ex- 
penses paid to the attorney who repre- 
sents the taxpayer in acquiring the 
lease. Insofar as a tenant is concerned, 
the cost might include, in addition, a 
flat payment to the preceding lessee. 

Whether the taxpayer lessee erects a 
building or makes permanent improve- 
ments on the property, the lessee (not 
the lessor) may take a deduction repre- 
senting an aliquot part of the cost of 
improvements spread over the remain- 
ing years of the lease, or an allowance 
for depreciation for such improvements 


(19a) See illustrations of foreclosures, ete. in The New York Certified Public 


Accountant, December 1945, pp. 656-7, in another article by this writer. 


(20) American Central Utilities Co., 36 
(21) Helvering v. American Dental Co., 

2) See illustrations—The New York 

p. 658. 
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over their probable life, whichever is 
shorter. He can thus deduct whichever 
is the higher amount.) Insofar as the 
lessor is concerned, in connection with 
the same improvements, the lessor has 
no income and does not have any even 
upon the termination of the lease and 
the repossession of the property.@? 
The gain or loss to the lessor under 
such circumstances, will be recognized 
only at the time the property is sold or 
otherwise disposed of.‘?5)_ An illustra- 
tive example follows: 

In 1931 X leased several lots to Y 
fora 15 year term. The land cost X 
$10,000. The lease provided that Y 
was to erect a building, having an esti- 
mated life of 20 years, at a cost of 
$25,000. In 1946 the lease expired and 
X came into possession of the property. 
He has no income in 1946. When X 
sells the land and building his basis will 
be his original $10,000 cost. 

If the lessee pays a consideration to 
the lessor for the cancellation of a lease, 
the lessee is generally permitted a full 
deduction in the year he paid the con- 
sideration to the lessor, and the lessor 
must report the receipt as wholly tax- 
able. (6) 

If the lessor has to pay the lessee to 
obtain possession of the property and 
to cancel the lease, the lessor must pro- 
rate such payment over the remaining 
term of the lease.” Note that there 
is no general reciprocity in the tax con- 
sequences as between the lessor and 
lessee, and while here the lessor must 
prorate the cost of cancellation, the 
lessee must report the amount received 
as ordinary income. 

There is one important danger that 
should be pointed out in connection with 
leascholds held by corporations. The 
corporation could be deemed a personal 
holding company and subject to the 


high surtax rates of 75% and 85%. 
Generally, a corporation which derives 
50% or more of its gross income from 
rents is not a personal holding com- 
pany, regardless of the source of its 
other income. However, pursuant to 
Section 502(f) and (g) of the Internal 
Revenue Code, where a corporation 
leases its property to any of its stock- 
holders who owned 25% or more of its 
outstanding stock, at any time during 
the taxable year, the company could be 
classified as a personal holding company 
since the rents paid by the stockholders 
to the corporation is excluded from the 
technical definition of “rents” under 
said law. 

In connection with rental deposit and 
tenant security under leaseholds that 
might have to be repaid pursuant to the 
provisions of the lease, it is extremely 
important properly to interpret the 
clauses of the lease to determine 
whether or not that might be deemed to 
be rent paid in advance and, therefore, 
taxable when received. In this connec- 
tion, it is recommended that a statement 
be obtained from the attorney of the 
taxpayer to establish definitely the legal 
conclusions to be derived from the 
lease. It is also suggested that the 
Clinton Hotel Realty Corp. case®) and 
cases cited therein be carefully exam- 
ined. 

Where leases contain option rights on 
the part of the lessee to purchase the 
property, important questions arise as 
to whether the payments made to the 
lessor are rental income or payments on 
account of the purchase price. Here 
again a careful examination of the lease 
is essential and a statement in writing 
should be obtained from the taxpayer’s 
lawyer. The question that must be de- 
cided when does the relationship 
of lessor-lessee cease and the relation- 


iS 


(23) Reg. 29.23 (a) 10. 

(24) Section 22 (b) (11), Internal Revenue Code. See also Reg. 29.22 (b) (11)-1. 

(25) Section 113 (c), Internal Revenue Code. 

(26) Hort v. Commissioner, 313 U. S. 28; Cassatt v. Commissioner, 137 F (2) 745; 
Jennings & Co. Inc. v. Comm., 59 F (2) 32; Cf. Pig & Whistle Co.,9 BTA 668. 

(27) Harriet Borland, 27 BTA 538; Henry B. Miller, 10 BTA 383. 

(28) Clinton Hotel Realty Corp. v. Commissioner, 128 F (2) 968. 
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ship of vendor-vendee commence? Fur- 
thermore, another factor is whether the 
payments by the lessee to the lessor 
gave lessee any rights or any equity in 
the real estate and whether the lessee 
had the right of “specific perform- 
ance’’, (29) 


Net Leases 

Where the lessee has covenanted to 
pay realty taxes, interest on mortgages 
or insurance premiums for the lessor, it 
is deemed as additional rent paid by 
lessee and additional rent collected by 
lessor.) Many lessors report only 
the income from the “net lease” since it 
does not change the amount of the tax- 
able income. However, should a tax- 
payer omit from “gross income” an 
amount in excess of 25% of the “gross 
income stated in the return” the statute 
of limitations is automatically, though 
unwittingly, increased from three to five 
years.3)) Furthermore, the inclusion 
of the amounts paid by lessee for lessor 
as “rents” may, under certain condi- 
tions, prevent the corporate taxpayer 
from being classified as a personal hold- 
ing company. °?) 


Land for Sale 

The accountant here must determine 
whether the value on the books is the 
actual cost or a substituted basis. The 
land may have been acquired in a non- 
taxable transfer in which case, the 
transferor’s basis may be required for 
tax purposes. 

Generally, land for sale is divided 
into lots, which involves a procedure 
consisting of developing, surveying, in- 
stallation of the sewerage system, in- 
stalling roads, and paving streets. It is 
the duty of the accountant to see that 
the costs are equitably distributed to 


the separate lots, and that the records 
of the taxpayer have all the costs de- 
tailed in the respective accounts. The 
regulations‘35) provide that there will 
be a separate gain or loss recognized 
on every lot or parcel sold, and that 
each lot or parcel will be treated as a 
separate transaction. Thus, if the sale 
of one lot can qualify as an installment 
sale for tax purposes, the taxpayer can 
report that transaction on that basis, 
even though the adjoining lot transac- 
tion could not be reported on the install- 
ment basis since the initial payments 
may have exceeded the 30% require- 
ment based upon the selling price. 

Allocation of cost on lots is extremely 
complicated. For our purposes it may 
be said that this can be done either on 
the following methods: 

(1) tentative sale price 

(2) foot frontage basis 

(3) assessed valuation method 

(4) mortgage release price method 

The tentative sale price is generally 
considered one of the best methods. 

Taxpayers have the option of capital- 
izing carrying charges, such as realty 
taxes and interest on mortgages, 
whether or not the property involved is 
impreved or unimproved and whether 
or not the property is productive or 
unproductive.‘3#) 


Conclusion 


Not all of the important problems 
involving realty transactions could be 
presented in this limited article. In 
view of the currently active realty mar- 
ket, it is advisable to give proper con- 
sideration to all of the income tax 
consequences before a deal is consum- 
mated. (5) 


(29) Alexander W. Smith v. Commissioner, 20 BTA 27; Haverstick v. Commissioner, 
13 BTA 837; I. T. 1819, II-2 CB 73; A.R.M. 189, I-2 CB 68. 

(30) U’, S. v. Boston & Maine R.R. Co., 279 U. S. 732; See, also, Old Colony Trust Co. 
v. Commissioner, 279 U. S. 716. Reg. 29.22 (a)-19; Reg. 29.23 (a)-10. 

(31) Section 275 (c), Internal Revenue Code. 

(32) Section 502 (g), Internal Revenue Code. 


(33) Reg, 29.22 (a)-11. 
(34) Reg. 29.24-5. 


(35) See new Prentice-Hall, Inc., 1947 “Real Estate Service’—Federal Income Taxation 


Section by this author. 
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The Accountant’s Talk — 
Building a Sense of the Listener 


By Joun MANTLE CLapp 


HE household maxim of “Life With 

Father’’ days—‘Children should be 
seen but not heard’—still rules in ac- 
counting offices. Beyond doubt the ad- 
monitions given the Junior: ‘Learn to 
keep still! ‘Do not talk in a client's 
office !’ ‘Do not talk about the work you 
are doing!’ ‘Listen, and don’t sound 
off!’ are needed. In the profession 
which he is entering accuracy, self- con- 
trol, caution are indispensable. And 
yet, with the accountant’s widening 
responsibilities today, might it not be 
wise to alter the advice regarding 
speech, from flat negation to discrimin- 
ating encouragement ? 


I was lunching with an old friend, 
now up in the Top Management of 
one of the new composite enterprises, 
with a dozen and more _ businesses, 
from chemicals to winter resorts, mines 
to baby food, under his supervision. 
Something was said about a mutual 
acquaintance, back from the war and 
picking up his accounting practice 
again, when my friend exploded : “Why 
can't accountants learn to talk? They 
know their business but they're not 
articulate.” 

“Well, after all.” I 


said, “account- 
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ants don’t hold much with speech-mak- 
ing.” 

“T don’t mean public speaking. I’m 
thinking of common office conferences. 
Time is limited in our place. It’s one 
group after another all day long. But 
the accountants always over-run their 
time. They’re so situ» They pour out 
details for me ti into. When 
would I get the time tor that? Their 
talk is disconnected, hard to follow. 

“And they won't give us an opinion. 
They give the pros and cons, and that is 
fine, but there they stop. It’s not for 
them to decide, they say—they can find 
the facts but we—.” 

“You're talking about your own ac- 
countants, I take it,” I broke in, “your 
internal auditors, for instance.” 

“Yes, but it’s the same thing with 
cur outside auditors. They’re nice 
people. We couldn't get along without 
them, but they’d be a lot more useful 
if they could speak up and say what 
they mean.” 

“You ought to be glad you have 
somebody who won’t just skim the 
surface. Accountants know that every 
detail has a place in the picture.” 

“All right. But some details mean 
more than others, and they ought to find 
these out for us. They’re not just mak- 
ing a collection of facts but getting them 
in shape for other people to use. Why 
can't they see that?” 

Some days later I mentioned this 
indignant blast to another friend, an 
accountant. Said he: “Yes, he’s right 
in a way. Accountants are slow. We 
bring in details. We find they are 
necessary. And we're a little afraid 
of being too positive. Your friend 
would act in the same way in our situa- 
tion. I learned long ago that jumping 
to a conclusion isn’t safe. ‘ 
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‘There’s another point. A public ac- 
countant is apt to be called in on short 
notice. Some clients seem to think 
we're magicians, or prophets. They 
may have been thinking of something 
for a long time. We. come in and they 
throw it all at us and want an answer 
at once. No wonder we hem and haw 
when they ask us what will happen 
next fall. The client wants action, 
which is natural, but we need time to 
get our bearings.” 

There we have it, a clash of experi- 
ence and resulting attitudes. The ex- 
ecutive has had lifelong training in mak- 
ing decisions on the basis of the evi- 
dence in hand. If he judges correctly 
most of the time he goes up the ladder 
until perhaps he sits in a Top Manage- 
ment conference. There he meets the 
accountant whose life experience has 
been altogether different. The account- 
ant has the scholar standpoint. His 
work has trained him in patient study 
of detail, withholding judgment until 
all facts are in. We should not be sur- 
prised when an accogntant insists on 
attention to details and holds back from 
an immediate ‘Do this.’ 

The accountant’s uncompromising 
scholar attitude is needed by business 
as truly as actuaries are needed by in- 
surance companies. Yet, as my execu- 
tive friend said, the accountant exists 
for the purpose of aiding business; his 
work includes not only gathering infor- 
mation but passing it along in a form 
that laymen understand. Since the mul- 
titudes of laymen cannot be expected to 
adjust themselves to the attitude of the 
scholar the adjusting must be done 
mainly by the accountants. The prob- 
lem exists also with the writing which 
accountants address to clients. Fortun- 
ately, what is required is merely care 
in framing the material, not alteration 
of its substance. Laymen can under- 
stand what accountants have to tell 
them, but it has to be set in a proper 
background, and the accountant must 
learn how to do this. That, however, 
involves a radical alteration in his atti- 
tude toward the art of communicating 
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thought. In particular, I should say, it 
calls for supplementing the ‘Don’t talk’ 
warning given to Juniors. 

Anyone who has sat in at confer- 
ences has noticed that some people get 
along much better than others, with 
less friction and delay. We say that 
they have more tact. It would be more 
exact to say that they have ‘listener 
sense.’ Their attention focuses upon the 
persons they are addressing, so that 
they see how long to talk, how strongly 
to urge a point, in what order to de- 
velop their case. 

And in any group there will be others 
who lack this listener sense. Their 
attention is focused, not upon the per- 
sons they must address but upon their 
own thought; they are in fact solilo- 
quizing. As a result they get in their 
own light. That is the trouble with 
many accountants, according to my exe- 
cutive friend—over-cautious, hesitant, 
cluttery details, fragmentary and mo- 
notonous presentation, 

Accountants seem especially prone 
to monotonous speech. Men of keen 
mind, explaining views to which ma- 
ture study has brought them, push 
their way painfully through a series 
of remarks as if exploring the field 
for the first time, speaking monoton- 
ously, with dead-pan faces. Mr. 
Thomas Byrnes, in a recent article in 
this magazine, used the term “mortician 
faces.” Yet these men are as capable, 
mentally, as any executive in the circle. 
Why do they act in this fumbling 
manner? The reason is, generally, that 
they are doing something for which life 
has given them little preparation. Sales- 
men and production men are constantly 
exercised in getting their views across 
to other people, defending their points, 
making them interesting. Many an ac- 
countant, living with schedules rather 
than with people, misses this training 
in rapid-fire discussion. In consequence, 
he carries over into what is often a 
council of war the meditation technique 
of his private study. In such study a 
man views a subject all-at-once, there 
is no sense of perspective ; he sees every 
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detail as necessary. (So it is, to be sure, 
but some details are less significant than 
others.) But when a man unused to 
discussion tries to present a view to 
other minds, the situation makes him 
nervous, and that leads him to unnatu- 
ral caution, so that he holds tight to 
every tiny point, spreads out every 
detail. 

And very likely his early ‘Don’t talk’ 
warnings have aggravated his difficulty 
in presenting ideas in speech. A mem- 
ber of a leading public accounting firm 
said to me lately: “I got so many snubs 
and call-downs in those first years for 
talking too freely, that I became afraid 
to open my mouth. I feel it to this day, 
and even outside of business. I'll be 
with a group on the morning train to 
town, all of them my neighbors. They 
chat about all sorts of things and I sit 
still and say nothing.” The numbing 
effect of early repression may be more 
general than we realize. Imbuing the 
young accountant too strongly with the 
idea that facility in speech is not becom- 
ing in a member of the profession may 
handicap him later. 

No magic formula will cure a man of 
lifelong habits and give him listener 
sense overnight. Yet in the experience 
of men who show up well in a confer- 
ence or interview—some of them ac- 
countants and some in other fields—we 
can find suggestions. I have space for 
only one of these. A number of men 
of my acquaintance have developed the 
habit of talking always in complete 
paragraphs. Everything they say is ex- 
pressed in little units, perhaps of no 
more than three or four sentences, but 
with the sentences woven together as 
in a written paragraph. <A sort of 
topic-remark stating the point and then 
a few sentences to develop it—repeat- 
ing it, giving an example, giving evi- 
dence-—a definite little package of 
thought. One of these men told me 
how he began the practice : “My mind,” 
he said, “works slowly, and I used to 
feel very uncomfortable in talking with 
other people. When a question was 
fired at me, for instance, and I couldn’t 
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answer at once, like other people, it em- 
barrassed me. So in self-defense I got 
into the way of deliberately taking time 
to decide what I would say. No matter 
how much a hurry the other man was 
in, I took a moment to plan my answer. 
I do that now always, in business and 
outside ; it’s become automatic. And it 
has saved me a lot of grief.” 

No one would suppose, listening to 
one of these men, that he had ever found 
it hard to talk readily. They have 
learned to flash their minds so quickly 
over a paragraph step that their re- 
marks appear wholly spontaneous. 
Furthermore, the ideas come in orderly 
form and without hesitation. That gives 
them extra impressiveness, when a 
man’s thoughts shape themselves into 
statements that are definite and cleanly 
minted, while obviously put together 
on the moment, it is evident that he has 
a firm grip on the steering-wheel. 

The method does away with mo- 
notonous utterance. That is caused 
largely by frantic hunting for words, 
which the meditation technique makes 
necessary. When you see each step 
clearly as you come to it, you sense its 
relation to the rest of your thought and 
speak rapidly or slowly, strongly or 
gently, as you would in casual conver- 
sation. 

Planning your paragraphs aids even 
with the troublesome matter of details. 
When we analyze the remarks of a 
speaker that are rendered difficult be- 
cause of length and number of details— 
particularly if a transcript of it is 
available—we are likely to find that it is 
not the number of details or their bulk 
that makes trouble, but the clumsy 
way they are tied in. By adjusting 
them to the listener's point of view they 
can be condensed, and those which have 
‘more meaning,’ as my executive friend 
said, will stand out properly. 

The accountant is, of course, neither 
magician nor prophet. He is at fault 
if he hands out poorly correlated ma- 
terial. When he has presented the pros 
and cons, however, clearly and con- 
cisely, in a form adjusted to the stand- 
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point of the listeners and to the time 
available, he has done his part. 

The mature accountant can acquire 
this convienient method of conference 
talking if he will take the matter seri- 
ously, if he realizes that his present 
technique, or lack of it, is an actual 
hindrance to his business and profes- 
sional progress and does something 
about it. The Roman Cato, History 
tells us, taught himself the Greek lan- 
guage when he was past eighty vears 
old. We may be sure, however, that 
he did not restrict his attention to an 
occasional evening session. I have 
known a number of men well past 
forty-five years of age who have rebuilt 
their way of presenting ideas. But they 
applied themselves to the task with 
major attention. The major obstacle 
to such effort is the fatal content with 
a ‘Pretty good’ status which begins to 


enshroud us all after forty years or so, 
when conditions are settling into rou- 
tine. Perhaps that slowing down of 
youthful energy to the lock-step of 
‘Pretty good’ is life’s greatest tragedy. 
3ut unquestionably the profession's 
opportunity lies in stimulating the de- 
velopment of listener sense in the 
youngsters just entering its ranks. The 
Junior must learn, at once, that in the 
accountant’s life irresponsible talking is 
taboo. If, however, what is told him 
regarding speech is merely negative, 
leading to mental timidity, grave harm 
may be done. Constructive advice at 
this time by older associates can give 
the youngster a foundation for skill in 
presenting ideas, so that he will see, 
whatever the occasion, how to give 
his material a proper frame, so that the 
counsel for which his clients look to him 
may reach them without obstruction. 


OWD 


Formula Auditing 


Formula auditing is a pitfall that we must constantly guard against. When one is 
engaged on repeat audits, that is going over the same ground month after month, and year 
after year, he becomes so familiar with established procedures and general conditions ‘that 
he is apt to fall into a set pattern of audit. He is quite likely to make too many assumptions 
when he should determine facts; and his acquaintance with the personnel and developed 
friendships is apt to throw him off guard and dull his alertness. 

I have seen so many promising young auditors, and some older ones too, slip into a 
formula type of auditing that I feel it is important to draw attention to this danger. If we 
do not keep a constant check on the effectiveness of our audits and make frequent reviews 
of our procedures, we may gradually and unconsciously drift into a “cut and dried” routine 
of auditing. All of us’are vulnerable and if we do not watch our step we degenerate 


into “veneer” auditors. 
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The Internal Auditor 
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Pie-Charts 


By Lewis Gtutck, C.P.A. 


our readers, however 


GUEss_ all 
erudite in professional matters, are 
familiar with a comic strip character 


called ““Witt-yAm”, who can “never 
learn to keep his big mouth shut.” I 
feel for him deeply. In a polite whis- 
per, I asked a technical committee to 
answer a question, and our good edi- 
tor put it through an amplifier that 
made it audible over the roar of Ni- 
agara Falls; and brought in a small 
flood of replies. And I am now re- 
quested to codify, summarize, dissect, 
or what-not, the silt brought down by 
the spate. 

Very well. After first thanking the 
contributors, I'll do what I can. The 
question had to do with the difficulty 
of making a pie chart show net losses, 
especially if small. The chief difficulty 
arose in keeping the charts on the same 
basis as in prior years; namely, the 
whole area of the pie represented Net 
Sales. If net sales increased, the pie 
was larger; if a decrease, smaller. My 
own initial solution as stated, was to 
have a secondary circle, outside the 
Net Sales; the space between the two 
circumferences represented the loss. 
This worked on a wall chart, with a 
yard diameter. Reduced to the half 
dollar size required for printing in a 
report to stockholders and employees, 
the two circles could not be distin- 
guished. I thought I had made that 
quite clear, yet the first answer to 
arrive gave my rejected solution, and 
several more later. 
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Peter Hochschild, of St. Louis, Mo., 
came through, with a neat reversal 
thus: 


“In case of a loss let your big circle 
represent the total of costs and expenses 
with wedges as usual, just as you outline 
when you state the problem. However, 
design your inner circle in such fashion 
that the loss is represented by the small 
circular area nearest the center of the big 
circle, rather than by the thin area between 
two circles, one within the other; in other 
words, use the outer circle line of the total 
of costs and expenses also as the outer 
circle line of total sales, showing a second 
circle line, close to the center where your 
sales volume ends and your loss begins.” 


Leonard Houghton, of Saranac Lake, 
N. Y., and Frank C. Wolpert of New 
York, N. Y., gave similar solutions. 


Murray A. Kimmel of New York, 
N. Y., suggested, with a neat illustra- 
tion, the use of two wedges adding up 
to more than 100%. Not quite prac- 
tical for comparative purposes, I think. 
Remember, the question was quite 
specific as to the desirability of not con- 
fusing employees who had grown ac- 
customed to the old pie form. Locke 
Grayson, of Brooklyn, N. Y., presented 
a slightly better version of this idea: 

full circle for sales, with an extra 
wedge, outside, for loss. 


Hugo D. Walz of Niagara Falls, 
N. Y., (but erstwhile of Miami, Fla.) 
offers a good idea, but again it does not 
meet the requirements squarely. He 
Savs: 

“My suggestion would be to show a 
pie chart representing expenses rather than 
sales. A proportionate wedge with a dis- 
tinct color would represent sales and then 
in a different color, expense wedges would 
be cut indicating a wedge for expenses 
that is supplied from capital rather than 
income.” 


There remains “the last, the best of 
all’. Dutka & Amster, the former of 


317 








The New York Certified Public Accountant 


Manhattan, and the latter of Brooklyn, 
N. Y., sent in, as their joint work, 
three well drawn charts, of which the 
third is so good that it is hereby re- 
produced. 
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It shows the loss as an external but 
contiguous triangle, a sort of cancer- 
ous wen on the body of net sales. 

Again, gentlemen, we thank all of 
you! 
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New York State Tax Clinic 


Conducted by BENJAMIN Harrow, C.P.A. 


The Operating Loss Deduction and 
the Tax Benefit Rule — Some 
Franchise Tax Distortions 


N a paper recently read before our 
Society (“Some Aspects of Article 

9-A”), Sidney I. Roberts, C.P.A., 
pointed out several interesting quirks 
in the New York State Franchise Tax 
law. We asked him to talk about one 
of them here. 

The failure of Article 9-A to follow 
the Federal rule allowing deduction of 
net operating losses incurred in other 
years may cause serious inequities. For 
example, consider the case of a recov- 
ery of an item deducted in a loss year 
where the taxpayer secured a Federal 
tax benefit in a subsequent year be- 
cause such deduction became part of a 
net operating loss carryover. 

Suppose in 1942 a corporation suf- 
fered a loss for both Federal and State 
tax purposes. Included in such loss is a 
$500,000 bad debt or, perhaps a war 
loss deductible under Internal Revenue 
Code, Section 127. In 1943 the cor- 
poration has net income in excess of the 
1942 loss. On the 1943 Federal return 
the 1942 loss is deducted in full from 
the 1943 income. Asa result, for Fed- 
eral purposes the taxpayer has obtained 
a tax benefit from the entire amount of 
the $500,000 bad debt. But, since 
the net operating loss is not an allow- 
able State deduction, the corporation 
has had no benefit from the 1942 loss 
for State tax purposes. Assume, next, 
that in 1944 the bad debt is recovered. 
For Federal tax this must be included 
in income, which is perfectly proper. 
However, for State purposes, the cor- 
poration, never having received anv 
State tax benefit from the loss, in all 
fairness should not include the recov- 
ery in income. It may be difficult to 
fit the equitable solution within the stat- 
ute because the definition of “entire net 
income” makes no specific provision 
for such an adjustment (Law Sec. 
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208(9)). However, the obvious in- 
equity of the situation clearly should 
commend it for sympathetic treat- 
ment. 

On the other hand, the inequity may 
work against the State. Suppose in 
1942 the taxpayer had a bad debt in 
the amount of $1,000. After deduction 
of the bad debt the taxpayer reported 
a net loss of $1,500. Hence, it received 
no Federal tax benefit from the deduc- 
tion. However, assume further that it 
earned $2,000 in government interest 
not subject to Federal tax. Since such 
interest is taxable under the franchise 
tax (Law, Sec. 208(9)), the taxpayer 
obtains a benefit in 1942 to the full ex- 
tent of the bad debt. Then if the bad 
debt is recovered in 1944, the recovery 
will not be included in Federal net in- 
come (Internal Revenue Code, Sec. 
22(b) (12)). Here again, since Ar- 
ticle 9-A makes no specific provision to 
include the recovery in entire net in- 
come for 1944, such a result does not 
appear equitable. 

The situations that Mr. Roberts calls 
attention to could easily be remedied by 
the State Tax Commission, if the ap- 
plicable Federal provisions were fol- 
lowed by the State. The Commission 
would probably not look with favor 
upon the allowance of a deduction for 
a net operating loss since that might 
affect the revenue. The tax benefit 
principle might be accepted more sym- 
pathetically. We would urge our own 
State Tax Committee to bring both 
matters to the attention of the State 
Tax Commission. 


Residence Under the Income 
Tax Law 
I. Arnold Ross submits an interest- 
ing situation on the taxation of New 
York residents. He cites the follow- 
ing facts: 
“A client of mine, an attorney, gave up 


his practice and office in this State, in 1942, 
and accepted a Federal post which required 


319 











The New York Certified Public Accountant 


his continued presence in Washington, D.C. 
He has been there since, and is now em- 
ployed by the United States Maritime 
Commission. Because of the residence re- 
quirement, he moved all of his household 
effects to Washington. His wife and he 
have been occupying an entire house there. 
“The client filed New York State Income 
taxes for 1943 and 1944 on his Federal 
salary. I advised that he apply for a refund 
because, while he has maintained that he 
never abandoned New York as his domicile, 
he comes within that provision of Subdivi- 
sion 7 of Section 350 of the Tax Law which 
excepts from the application of the income 
tax a natural person 
‘who, though domiciled in the State, 
maintains no permanent place of abode 
within the State, but does maintain a 
permanent place of abode without the 
State, and who spends in the aggregate 
not to exceed thirty days of the taxable 
year within the State.’ 


“The client has spent no more than ten 
days, since, within the State. 

“The Tax Department recently denied 
his application on the ground that one who 
accepted a war appointment outside of the 
State and who otherwise comes within the 
exception aforementioned has no permanent 
place of abode without the State. It relies 
on the converse of the following from Sec- 
tion 503 of Personal Income Tax Regula- 
tions: 

‘A person who comes into the State to 
accomplish a particular object, intending 
to remain only for that temporary period, 
who establishes a home and spends more 
than seven months of the taxable year 
within the State, is not to be considered 
as maintaining a permanent abode with- 
in the State unless there is evidence to 
show an intent to make the home so 
established a permanent one.’ 

“The taxpayer has been in Washington, 
continuously, for five years. He may be 
there many more years. Is there no limit 
to the time when, for tax purposes, one has 
in effect a permanent residence outside the 
State? Many employees of the Federal 
Government at Washington have been 
there, for decades, accepting posts with 
each successive Congress but nevertheless 
contmuing their non-Washington domicile. 
Under the Department's ruling such indi- 
viduals, while never returning to the State 
are liable for State income taxes on their 
Federal salaries. 


While the State has the power to tax 
any person domiciled in New York the 
rule has apparently been relaxed as Mr. 
Ross points out in the case of a person 
who does not maintain a permanent 
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place of abode within the State, but who 
does have a permanent place of abode 
without the State and who does not 
spend more than thirty days in the year 
within the State. This relaxation of 
the rule should apply to individuals 
in the position of Mr. Ross’ client. Each 
taxable year should be judged by the 
facts applicable to that year and not 
to what the taxpayer might do in a 
later year. 

It should be noted that New York 
taxes a person who maintains a per- 
manent place of abode within the State 
and spends more than seven months 
within the State, as if that person were 
domiciled in New York even though 
that person actually has a domicile out- 
side of New York. This definition of 
taxable resident was upheld in People 
ex rel Ryan v. State Tax Commission, 
233 App. Div. 884. 

It has also been held that when a 
person changes his residence to the 
District of Columbia upon acceptance 
of employment with the Federal Gov- 
ernment the question of his change of 
domicile for a determination of his tax- 
ability under the District Income Tax 
Act must be decided from all the sur- 
rounding circumstances. (Dist. of Col. 

Murphy, 314 U. S. 441 (1941) ). 

The emphasis on the permanency of 
a place of abode is proper only in de- 
termining the domicile of a person. 
Since New York makes a distinction 
between domicile and residence, per- 
manency should not be required as a 
characteristic of residence. Further- 
more for the period that the particular 
taxpayer has established a residence in 
Washington, it might be said that the 
place of abode is permanent. Obvi- 
ously no place of abode is permanent 
if the taxpayer does not intend to 
change his domicile to that place. 


A Pertinent Question Under the 
Social Security Tax Law 
“How does the Social Security Admin- 
istration become aware of a wage earner’s 
employment or non-employment during a 
calendar year after he has earned the 
$3,000. maximum wage and his name no 


M ay 





re 
ere 
(ui 
mu 
Se 
act 
ing 
ava 
des 

I 
cou 
the 
emy 
tho 
not 
Sta 
Rey 


Doi 
R 
A 
(3) 
Stat 
are 
sequ 
to t 
juris 
inco: 
State 
resic 


194 








New York State Tax Clinic 


longer appears on subsequent Social Secur- 

ity reports for that year?” 

We understand that if an employer 
reports $3,000 as having been paid to 
a wage earner in the first calendar 
juarter, the Social Security Adminis- 
tration credits the wage earner with 
four quarters of coverage. If the maxi- 
mum taxable wage of $3,000 has been 
paid during the second or third cal- 
ndar quarter, the Administration cred- 
its two or one additional quarters of 
coverage. The additional quarters of 
coverage are known as “gift quarters”. 

The credit for quarters of coverage is 
made only when it is shown that wages 
have been paid, the evidence for this 
being the employer’s quarterly tax re- 
turn. As a matter of fact if an em- 
ployee has earned more than $3,000 
maximum and the employer has failed 
to report such earnings until the fourth 
calendar quarter, the employee will be 
‘redited with only one quarter of cov- 
erage. To get proper credit for four 
quarters of coverage the employee 
must take up the matter with the Social 
Security office and show either that 
actual wages had been paid to him dur- 
ing all quarters or that the money was 
available for him to take had he so 
desired. 

It occurs to us that this situation 
could be better handled by requiring 
the employer to list the names of all 
employees for each quarter, even 
though the salaries or wages paid might 
not be subject to tax. The New York 
State Unemployment Insurance Tax 
Report has such a requirement. 


Double Taxation of New York 

Residents 

As the law stands today (Sec. 360- 
(3)) income taxes paid to the United 
States or to any state or municipality 
are not allowed as a deduction. Con- 
sequently a resident might be subject 
to tax on income earned in another 
Jurisdiction both in the state where the 
income is earned and in New York, the 
state of his residence. For example a 
resident who receives a dividend from 
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a Canadian corporation is subject to 
the Canadian War Income Tax on 
the dividend and is again taxable on 
the gross dividend under the New York 
State Income tax law without any de- 
duction or credit for the Canadian In- 
come Tax. 

A non-resident fares better under 
the New York law. If he is liable to 
income tax to the State of his residence 
on income derived from New York 
sources and is also subject to tax under 
the New York law, he may receive 
a credit against the New York tax for 
a portion of the tax he pays to the 
State of his residence, in the ratio of 
his New York income to his entire in- 
come taxable in the State of his resi- 
dence provided a similar credit is 
allowed to New York residents under 
the laws of the other state or provided 
New York residents are exempt from 
tax in the other state (Sec. 363(1)). 
At the present time arrangements for 
reciprocal credits exist in twelve states, 
California, Delaware, Iowa, Kentucky, 
Maryland, Massachusetts, New Mex- 
ico, South Carolina, Utah, Vermont, 
Virginia, and West Virginia. 

Our Committee on State Taxation 
has urged an amendment to section 
360(3) permitting a resident a deduc- 
tion for income taxes paid to another 
state. It is inequitable to allow a resi- 
dent of New York a deduction for an 
out-of-state sales tax or hotel room 
tax where incurred either for business 
or for pleasure and, at the same time, 
deny to him the deduction of an income 
tax imposed by another state on com- 
pensation or business income earned 
in that other state. 

In 1945 the legislature amended sec- 
tion 363 allowing a credit to resident 
taxpayers for income taxes paid to 
other states on income from sources 
within the other state, provided that 
the other state did not allow New York 
residents a credit against its tax for 
taxes paid to New York. Mortimer 
M. Kassell points out that this amend- 
ment had some unfortunate results 
since other states were encouraged to 
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disallow credit against their taxes with 
respect to New York residents and one 
state was seriously considering a re- 
peal of its reciprocal credit provisions. 
This threatened a disruption of the re- 
ciprocal credit relationships gradually 
and laboriously developed among the 
states during many years. For that 
reason in 1946 the credit provision in- 
troduced into section 363 the previous 
year was repealed. Deputy Commis- 
sioner Kassell invited our Committee 
to submit an amendment that would 
eliminate the dangers he fears. Isidore 
Sack thereupon got busy and drafted 
the following proposed amended sec- 
tion 360-(3) which it appears to us 
adequately meets Mortimer Kassell’s 
objections : 

“Sec. 360. Deductions. In computing net 
income there shall be allowed as deduc- 
tions : 

a ee 

“3. Taxes, other than estate, inheritance, 
legacy, succession, and gift taxes, paid or 
accrued within the taxable year imposed, 
first by the authority of the United States, 
or of any of its possessions, or, second, by 
the authority of any state, or territory, or 
any county, school district, municipality, or 
other taxing subdivision of any state or 
territory, not including those assessed 
against local benefits of a kind tending to 
increase the vaiue of the property assessed, 
or, third, by the authority of any foreign 
government, and not including income taxes 
imposed by the State of New York or by 
the United States, or, i the case of non- 
residents of the state, income taxes for 
which a credit shall be allowed under sec- 
tion 363 of the tax law.” 


The Franchise Tax Deduction 

Again 

Last month we talked about the 
peculiar provision in article 9A that 
permits a deduction in the current year 
for the franchise tax payable for the 
previous year. Our Committee has 
been urging an amendment to the law 
permitting a deduction of the franchise 
tax in the year in which it accrues. 
Commissioner Chapman makes the fol- 
lowing observations: 

“* * * when new Article 9-A was first 
enacted, a deduction was allowed for state 
franchise taxes actually paid during the 
base year. It was quickly realized that this 
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basis was impracticable and the present 

method was enacted by Chapter 133 Laws 

of 1945, applicable to returns due in 1945 

and thereafter. 

“The basis of deduction for which you 
contend was carefully considered but be- 
cause of the complications attending its use, 
was rejected in favor of the present meth- 
od. To permit deduction of the tax in 
the year of accrual would require, in the 
case of cash basis corporations, retention of 
the original basis of deduction above re- 
ferred to, which was found to be unwork- 
able. The existing method, while open to 
some objection, has the merit of being ap- 
plicable to both accrual and cash basis cor- 
porations and of simplicity in calculation 
and administration. 

“For these reasons, and for the further 
reason that we naturally desire stability in 
the statute unless a change is urgently re- 
quired, it is our present conclusion that the 
current method of deduction should be 
retained. I might add that there exists 
considerable sentiment for the proposition 
that if any change be made, it should take 
the form of eliminating the deduction en- 
tirely.” 

Jack Woods calls my attention to the 
last ominous sentence. Jack is of the 
opinion “that the tax should not be 
deductible and that the present difficul- 
ties or substituted difficulties will con- 
tinue until legislation to that effect is 


enacted.” 


Some Questions Asked at a Recent 

Meeting on State Taxes 

Q. When does the franchise tax 
under Article 9-A accrue? 

The franchise tax is assessed for the 
privilege of exercising the corporate 
franchise or doing business in the state 
for all or any part of a fiscal or calen- 
dar year. Under new Article 9-A the 
return and tax are now due after the 
close of each year. The tax therefore 
accrues on the first day of the privilege 
year which, under the present law, is 
also the base year and the corporation’s 
fiscal year. Under the old law the 
privilege year began on November 1 for 
all corporations, and a franchise tax ac- 
crued on November 1 if a corporation 
exercised its franchise on that day. 
Under the new law the privilege year 
is no longer uniform for all corpora- 
tions hut depends upon the corpora- 
tion’s fiscal year. 
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Q. Does a franchise tax accrue each 
year if a business corporation is inactive 
but has not been dissolved? 

As long as a business corporation is 
not formally dissolved it possesses the 
privilege of exercising its corporate 
franchise. This privilege subjects it 
to the franchise tax and if the corpo- 
ration is inactive the tax would be the 
minimum of $25. It was held in 1927 
in the case of People ex rel Claire Belle 
Dresses, Inc. v. State Tax Commission, 
221 App. Div. 471 that dissolution 
alone can relieve a domestic corpora- 
tion from liability for the tax. As long 
as the charter has not been surrendered 
the corporation is liable for franchise 
tax even though it has declared its in- 
tention of ceasing to do business before 
the beginning of the tax year and has 
actually disposed of its assets. 

In 1941 the Attorney General in an 
opinion stated that a business corpora- 
tion is not subject to the franchise 
tax after the filing of the certificate 
of dissolution under section 105 of the 
Stock Corporation law, unless the cor- 
poration, notwithstanding the filing of 
such certificate, continues to carry on 
business as distinguished from such 
acts as are necessary to adjust and 
wind up its business and affairs. 

O. Can a business corporation die 
wtthout being formally dissolved? 

The regulations now provide that in 
the year of dissolution a corporation is 
liable for franchise tax on the appli- 
cable basis up to the date on which it 
ceases to possess a franchise or, in the 
case of a foreign corporation, up to the 
date it ceases to do business. That 
means that where a corporation dis- 
solves, a franchise tax is due for the 
period beginning with the end of the 
previous fiscal year to the date of dis- 
solution, regardless of the length of 
that period. 

A domestic corporation may cease 
to possess a franchise as a result of 
(a) its dissolution, (b) its merger with 
or consolidation into another corpora- 
tion, or (c) the surrender, revocation, 
or annulment of its charter. 


oe 
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The consent of the State Tax Com- 
mission must be secured by a corpora- 
tion which desires to dissolve. In this 
way the Commission is able to deter- 
mine whether all taxes have been paid 
to date. The corportaion must submit 
to the Commission a report showing 
the entire net income for the period 
immediately preceding the proposed 
date of dissolution. This may be com- 
puted on an estimated basis. In any 
event a final report must be filed within 
thirty days after the certificate of dis- 
solution is filed in the office of the 
Secretary of State. 

Article 9A contains a provision for 
the forfeiture of a corporate charter 
by proclamation. Each year the Com- 
mission certifies and transmits to the 
department of State a list of delinquent 
corporations that have not filed re- 
ports or paid franchise taxes for three 
consecutive years. The Secretary of 
State issues a proclamation declaring 
such corporation dissolved and _ their 
charters forfeited. A copy of this proc- 
lamation is published in the December 
issue of the State Advertising bulletin, 
the official publication of the State of 
New York, published under the direc- 
tion of the Secretary of State. 


Q. A real estate corporation was 
incorporated February 9, 1946. When 
is the first report due, March 1, 1947 
or March I. 1948? 

The law levies a tax on every do- 
mestic real estate corporation annually 
in advance, for the year beginning 
January first, computed upon the basis 
of the full value of its gross assets 
within the state during the preceding 
year. The first report is for the tax 
year commencing on January first fol- 
lowing the date of incorporation. In 
the case referred to above the corpora- 
tion will not be required to pay a fran- 
chise tax or file a return for the period 
from February 9, 1946 to December 
31, 1946. That is not its first tax year. 
Its first return is for the tax year 
from January 1, 1947 to December 31, 
1947. That return was due on March 
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1, 1947, the tax due being payable in 
advance and based upon the value of 
gross assets as of December 31, 1946. 


Q. A corporation owns and operates 
an apartment hotel. It leases furnished 
apartments and supplies maid service. 
Is it taxable under Article 9 or is it 
a business corporation taxable under 
Article 9-A? 

In defining the class of corporations 
taxable as real estate corporations, the 
law speaks of corporations wholly en- 
gaged in the purchase and sale of and 
holding title to real estate for itself, as 
being subject to tax under this article. 
There is, it would seem, an implication 
that holding real estate includes renting 
and operating it. A corporation that 
manages real properties for others for a 
fee loses its classification as a _ real 
estate company. If the corporation 
owns a large amount of personal prop- 
erty, it would be considered a business 
corporation. It was so held in People 
ex rel Fox Film Corporation v. Lough- 
man, 259 N. Y. 30. And yet a real 
estate corporation that owns an apart- 
ment house will probably own the fur- 
niture in the lobby and halls, equip- 
ment to clean and maintain the prop- 
erty and will also furnish janitor aud 
elevator service. It is our opinion 
that such incidental ownership of per- 
sonal property and incidental service 
activities will not take a realty com- 
pany out of the Article 9 classification 
for real estate corporations. Corpora- 
tions that operate office buildings are 
taxable as real estate corporations. 
Hotels are taxable as business cor- 
porations. 

In the case of apartment hotels if 
the corporation does any transient busi- 
ness it would most likely lose its classi- 
fication as a real estate corporation. 
The same result would follow if the 
corporation maintains a restaurant and 
other services. Probably also the cor- 
poration would not be a real estate 
corporation if the furnishings in the 
apartment constitute more than 10% 
of its gross assets. As a rule each case 
is decided by the Commission on its 
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own facts. It should be remembered 
that classification as a real estate cor- 
poration is a favorable one for a tax- 
payer and the Commission therefore 
construes the law strictly against the 
taxpayer. 


Q. Interest on a mortgage ts paid 
by a real estate corporation to a bank- 
ing corporation. Is the interest paid 
subject to the two percent dividend 
tax? * 

A real estate corporation pays an 
additional tax of 2% on the amount 
of all dividends paid during the year. 
The term dividends includes interes: 
paid on debenture bonds or certificates 
of indebtedness or certificates of bene- 
ficial interest, or promissory notes or 
other indebtedness to stockholders, the 
proceeds of which are used to acquire 
assets. The court has held in Mer- 
cantile Properties v. Tax Commission, 
278 N. Y. 325, that secured bonds are 
not debenture bonds and interest on 
secured indebtedness is not taxable as 
a dividend whether paid to stockholders 
or non stockholders. 


Optional Deductions 

For taxable years beginning on or 
after January 1, 1947, the federal con- 
cept of a standard deduction has been 
adopted by the legislature. (Ch. 596, 
Laws of 1947). A taxpayer may elect 
to deduct ten percent of his gross 
income or $500, whichever is less, in 
lieu of all deductions otherwise allow- 
able. Husband and wife are together 
limited to a deduction of 10% of their 
aggregate gross income or $500, which- 
ever is less, whether they file a joint 
return or two separate returns. On 
separate returns the optional deduction 
if elected must be used by both and 
may be divided between them. The 
standard deduction may not be taken 
by an estate or trust or by a taxpayer 
who files a return for a period of less 
than twelve months because of a change 
of residence or accounting period. The 
purpose of the standard deduction is 
to introduce a simplified return for 
many taxpayers. 


May 
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By EMANUEL SAXE, C.P.A, 


Trends in Cost Control Practice 


Section three of the March 15, 1947, 
N.A.C.A. Bulletin contains the report 
on the ninth study in the Research 
Series, dealing with the field of cost 
control. The foreword to this report 
indicates that it 

“is presented in three parts and pro- 

vides: (1) an outline of what constituted 
good cost control practice in the period 
before the war and the stages by which 
prewar practice was developed; (2) a 
ciscussion of the nature of, and causes for, 
the decline in cost control activities during 
the war period; and (3) a list, with dis- 
cussion and reterences to N.A.C.A. pub- 
lications, of the steps which companies are 
taking to revitalize and improve their cost 
control activities for the days ahead.” 


In summarizing point (1), the report 
states that good control practice in the 
pre-war period included: 


The classification of costs in terms of: 
a. Nature of expenditure 
b. Responsibility 
c. Variability 
2. The predetermination of costs in the 
form ot planned or standard costs and 
budgets. 
3. The accumulation of actual costs. 
+. The comparison of actual costs with 
the cost or budget standards in order to 
determine what variations had occurred 
and the causes of these variations. 
The prompt reporting of variances to 
those individuals having authority to 
incur costs as well as to the next level 
of management. 


Managerial action to eliminate unfavor- 
able variances when actual costs differ 
from standard costs or budgets.” 


During the war, the general trend 
was to substitute cost finding for cost 
control and the report cites the follow- 
ing influences as being responsible for 
this trend: 

Absence of normal downward pressure 


on costs. 
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b. 


Emphasis on production speed and 

volume. 

c. Emphasis on cost finding for reimburse- 
ment purposes. 

. Deficiencies in accounting personnel.” 


a 
a. 


The influences responsible for the 
relaxation or curtailment of cost con- 
trol activities during the war are 
coming to an end with the return of 
a buyers’ market ruled by price com- 
petition, and wherein profits will de- 
pend upon cost reduction and con- 
trol. 


The report cites the following as the 
principal developments to be expected 
in the immediate future: 

“(1) Wider adoption of existing tools 
and techniques of cost control by 
companies which did not use them 
before, and 

(2) a more intensive use of them by the 
companies which have been in the 
forefront in their use.” 


Some of the improvements planned 
improve cost control results are 
listed in the study, as follows: 


The review and revision of account 
classifications. 

The revision of cost standards. 

The simplification of accounting rou- 
tines. 


Ww bo 


4. The greater mechanization of clerical 
operations. 

5. More extensive use of long-range busi- 
ness planning. 


. Continued growth in application of 
flexible budgets. 

The increased use of budgets in terms 
of physical units. 

A wider recognition of the need for 
designing reports for the specific uses 
to which they are to be put. 

A tendency to speed up the prepara- 
tion of reports. 


x 


(ore 


10. Greater emphasis on staff help to the 


various executives. 
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11. Increased use of the cost department to 
provide special analyses, reports, and 
suggestions. 

12. Some renewed interest in the applica- 
tion of cost control activities to distri- 
bution is apparent. 

13. The development by some companies 
of educational campaigns to sell cost 
control throughout their organizations,” 


In other words, it maybe expected 
that considerable effort will be devoted 
to a tightening up process along four 
lines: 

“(1) Revision of basic costing procedures ; 

(2) Improvement of technical _ profi- 

ciency ; 

(3) Improvement of reports and the in- 

terpretation, thereof; and 


(4) Education to increase cost conscious- 
ness at all levels of supervision. 


Igach of these items is discussed at 
length and the report concludes with 
the statement that 


“with a return to peacetime conditions 
industrial accountants are generally agreed 
that costs must again be controlled if 
business firms are to survive in the expected 
era of renewed competition.” 


* * * 


Internship Training in Public 
Accounting 

A recent address by Dr. Herbert F. 
Taggart, Assistant Dean of the School 
of Business Administration at the Uni- 
versity of Michigan, contained an an- 
nouncement of a new internship pro- 
gram at that institution which is in- 
tended to enable the accounting stu- 
dent to obtain a substantial amount of 
practical experience after he has been 
exposed to the fundamentals of ac- 
counting and before he takes such 
courses as CPA problems and_ ad- 
vanced accounting theory. This  in- 
creased emphasis on practical train- 
ing to accompany the theoretical course 
work, says Dr. Taggart, is one of the 
most striking post-war developments in 
accounting education. Without decreas- 
ing the emphasis on sound instruction 








in basic principles, greater recognition 
is thus given to the fact that there is an 
essential part of a student’s training 
which cannot be best supplied in the 
classroom. 


The official announcement regarding 
this program follows: 


“For many years the School of Business 
Administration ot the University of Mich- 
igan has maintained arrangements by which 
students planning to enter public account- 
ing have been able to obtain a limited 
amount of practical experience to supple- 
ment their classroom training. Under the 
procedure generally followed such exper- 
lence has been restricted to a few weeks 
during the rush season, and while this type 
of arrangement has been found to be help- 
iul it has not fully met the need for field 
training. Moreover, since the School oper- 
ates on the semester basis the administra- 
tion of a rush-season training plan involves 
obvious difficulties. 

‘As a result of careful consideration of 
the problem by the faculty of the School 
and representatives of interested firms of 
public accountants it is now possible to 
announce an internship program which it 
is believed will adequately meet the need 
for practical training in the field as an inte- 
grated part of the preparation of students 
looking forward to a career in public ac- 
counting. Under the new program the 
School will offer a period of internship, 
normally for a full semester, as a regular— 
though elective—part of the students 
academic training. 

“Internship Training in Public Account- 
ing, the title of the new course, will be in- 
cluded in the list of accounting offerings 
each fall semester. The course may also 
be offered from time to time during the 
summer term on a limited scale. Academic 
credit will be granted not to exceed six 
semester hours. The amount of credit* 
will be influenced by the length of the 
training period and the character of the 
experience afforded to the trainee. The 
course will be open to advanced students 
of accounting who have maintained a satis- 
factory standard of scholarship and other- 
wise show promise of success in profes- 
sional accounting. 

“Outline of Procedure. Qualified stu- 
dents will express their interest in intern- 
ship training by submitting applications 
in prescribed form to a committee of the 
faculty of the School. Cooperating ac- 
counting firms will be regularly furnished 


*Dr. Taggart indicated that the internship program will carry academic credit to a 


maximum extent of about 40% of the credit which a student could earn in a corresponding 


period of residence at the University. 
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with a list of approved applicants. Details 
of procedure regarding selection and as- 
signment will be worked cut with’ due re- 
gard for the interests of all parties in- 
volved. 

“A student who has been accepted by 
an accounting firm for an internship will 
become a paid member of the firm’s staff 
during the period of training. During this 
period he will be registered as a regular 
student in the School but he will take no 
other courses and will live where required 
by the conditions of the assignment. Fol- 
lowing the completion of the training 
period the student will be required to sub- 
mit a written. report covering fully the na- 
ture of the experience afforded during his 
association with the firm. To assist in 
evaluating the student’s work, the firm will 
also make a report on his performance and 
progress. 

“Cooperating Accounting Firms. An ac- 
counting firm becomes a “cooperating” 
firm by advising the Dean of the School of 
Business Administration of its intention. 
A cooperating firm implies by its letter of 
intention that it will give consideration to 
the students who have been approved for 
participation in the program. A cooperat- 
ing firm is not committed to taking any 
trainees in any particular period.” 


— se o€ 


Accounting as an Instrument of 
Management 

The foregoing title was the theme of 
the Fifth Annual Accounting Confer- 
ence, sponsored jointly by Loyola Uni- 
versity and the Illinois Society of 
C.P.A’s., on December 17, 1946, at 
the Palmer House in Chicago, Illinois, 
and reported in the March, 1947, issue 
of the Illinois Society’s Bulletin. 

President Cyril Talbot’s report 
thereon indicates that the subject 
matter of all six papers on the topic 
dwelt upon the need for the simplifica- 
tion of reports in order to make them 
understandable to the layman. 

In summarizing these talks Mr. 
Talbot said that the business man 
thought that accountants should present 
the facts and figures in the plainest and 
most understandable way; the banker 
suggested that controllers and account- 
ants should educate each other, the one 
showing the uses to which management 
puts the statements the other prepares, 
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and the other teaching management 
how to interpret those statements; the 
educator advocated that, to assist man- 
agement effectively, accountants should 
become more resourceful and adaptable, 
rather than hidebound by restrictive 
conventions; the certified public ac- 
countant felt the need for developing 
different cost information in the future; 
and the two industrialists reported, re- 
spectively, a case study and the conclu- 
sion that the most important thing ac- 
countants could do in the future was 
to issue figures and reports that were 
intelligible to ordinary folks. 


* *x * 


Accountants and Insurance 

The February, 1947, issue of Credit 
and Financial Management contains an 
interesting article by our fellow-mem- 
ber, Joseph Getz, dealing with the ques- 
tion of whether accountants should be 
held responsible for opinions as to the 
adequacy of insurance coverage. 

Mr. Getz takes the position that the 
accountant is not an expert on insur- 
ance matters, that he should not pro- 
fess to be one, and that he should there- 
fore take no professional responsibility 
for the adequacy of insurance coverage. 
He cautions credit men to take any 
statements on information on insurance 
matters which may be made by the ac- 
countant as helpful information which. 
however, should not be construed by 
them as an expert opinion on the 
subject. 


*x* * * 


Something new in Gift Estate 
Taxes 

Lee J. Wolfe, who is both a certified 
public accountant and a_ consulting 
actuary, called attention to an extension 
of the use of actuarial calculations in 
connection with gift and estate tax 
matters in an article bearing the fore- 
going title, which appears in Taxes— 
The Tax Magazine, for March, 1947. 
Indicating that until quite recently 
these calculations involved only a meas- 
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urement of life contingencies, he points 
out that a transfer made pursuant to a 
separation or divorce settlement is now 
considered to be made for an adequate 
and full consideration in money or 
money's worth to the extent that it 
does not exceed the reasonable value 
of the support rights of the spouse re- 
leased in connection therewith, and that 
this position introduces into actuarial 
calculations the factor of the probability 
ot remarriage. 

The recent Bureau ruling, E. T. 19, 
which followed the decision in the 
Wemyss case (324 U.S. 303-1945), 
and the cases cited in the ruling are 
discussed in the paper and Mr. Wolfe 
concludes his consideration of the ac- 
tuarial phases of the problem with 
three suggestions to the Treasury De- 
partment. 


Accountants as Arbitrators 


On April 17, 1947, a contract was 
entered into by and between The City 
of New York and The Port of New 
York Authority, with respect to the im- 
provement, development, operation and 
maintenance of Idlewild Airport, La- 
Guardia Airport and Floyd Bennett 
Field, by the Port Authority and at its 
expense. 


Paragraph 4 of the said agreement 
provides for the amount of annual rent 
to be paid for the demised premises, 
either on a fixed minimum basis or on 
a percentage basis in accordance with 
the formula therein provided. 

Paragraph 40 of the same agreement 
provides, in part: 

“ff at any time hereafter any dispute, 
difference or question shall arise between 
the parties with respect to any account- 
ing question involved in the determina- 
tion of the amount due to the City as 
rent over and above the minimums pro- 
vided for in Section 4 hereof, or in- 
volved in the determination of the 
amounts due to the City pursuant to 
Sections 15 and 23 hereof, or any other 
accounting questions arising under this 
contract, then every such dispute, differ- 
ence or question shall be submitted for 
arbitration to three (3) certified public 
accountants to be appointed by the Ex- 
ecutive Committee of the American In- 
stitute of Accountants within 15 days 
after written notice served by either 
party to this contract upon the other by 
mail demanding that such dispute, dif- 
ference or question be so submitted for 
arbitration.” 


We are very happy to note here the 
recognition thus given to our profes- 
sion by these two important public 
bodies. We hope that the use of the 
services of certified public accountants 
as impartial fact-finders in labor dis- 
putes will also be a fact in the not-too- 
distant future. 


May 
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The following reply to an inquiry is published for the general information 
of our members: 


TREASURY DEPARTMENT 
Washington 25 
Office of the Commissioner of Internal Revenue 


Feb. 7, 1947. 
THe New York StaTE SOCIETY OF 
CERTIFIED PuBLIC ACCOUNTANTS 
1440 Broadway 
New York 18, N. Y. 
Attention: Mr. J. K. Lasser 
Chairman, Federal Tax Committee 


, 


Gentlemen: 


Reference is made to your letter of January 17, 1947 requesting a ruling 
explaining the operation of Supplement S, Chapter 1, for a fiscal year beginning 
in 1945 and ending in 1946 (after the expiration of the excess profits tax, Decem- 
ber 31, 1945). 

You inquire as to how Form 1121 PS is to be filled in for such taxable year ; 
whether items for net income and Federal income tax should be apportioned on 
basis of number of days in fiscal year falling in 1945; whether items for con- 
tributions and dividends paid should be actual payments to December 31, 1945; 
and on which individual income tax return, 1945 or 1946, the shareholders should 
report their share of the undistributed Supplement S net income determined on 
Form 1121 PS for such taxable year. 

Section 122(a) of the Revenue Act of 1945 repealed the excess profits with 
respect to taxable years beginning after December 31, 1945. Section 131 of the 
Revenue Act of 1945 amended sections 108 and 710 of the Internal Revenue 
Code, relating to fiscal year taxpayers, so as to provide for the apportioning of 
income and excess profits taxes with respect to taxable years beginning in 1945 
and ending in 1946 but no provision was made for the apportioning of items 
of income, deductions or dividend distributions of a personal service corporation 
that elects not to be subject to the excess profits tax imposed under Subchapter E 
of Chapter 2 of the Code. 

In view of the foregoing it is concluded that the shareholders of a personal 
service corporation, that elects under section 725 of the Code not to be subject to 
the excess profits tax for a taxable year beginning in 1945 and ending in 1946, 
must include the undistributed Supplement S net income for the entire fiscal 
year of such corporation in their gross income for the taxable year in which 
the corporate fiscal year ends. Section 394(b) of the Code. Accordingly, Form 
1121 PS for 1945 should be used and filled in for a fiscal year ending in 1946, 
following the instructions attached to the form. 


Very truly yours, 


/s/ E. I. McLarney 
Deputy Commissioner. 
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Proceedings of New York Univer- 
sity Fifth Annual Institute on 
Federal Taxation. 


Mattnew BENDER & COMPANY, 

Ixc., 1947, 991 pages, $20.00. 

This impressive volume contains the 
papers delivered last November at the 
Institute of Federal Taxation of New 
York University. This is the fifth year 
in which tax practitioners from all 
parts of the country have attended the 
two-week sessions and listened to lec- 
tures by nationally-known tax experts. 
The present volume, the third of its 
kind, contains some seventy of these 
lectures. 

To those familiar with the two 
former volumes, it is not necessary to 
comment on the high quality of the pa- 
pers presented at these Institutes. This 
year, however, the practitioner will 
find the book especially valuable as a 
result of the emphasis placed by Dean 
Paul McGhee of the Division of Gen- 
eral Education of New York Univer- 
sity, who directs the Institute, and J. 
kK. Lasser, Chairman of the Planning 
Committee, upon practicality and use- 
fulness. Time-saving check lists of 
specific points to be considered in con- 
nection with particular tax problems 
were prepared by each of the lecturers. 
These lists served as outlines for the 
published papers, which are notable for 
their definite and practical directions 
on what to do and what not to do in 
handling particular tax problems. 


This book needs no recommenda- 
tion to experienced taxmen. The two 
former volumes, worn and dog-eared 
from much use, are a part of most tax 
libraries and this report of the Fifth 
Institute will be added as a matter of 
course to the book shelves of those 
who possess one or both of the prior 
reports. This latest volume should 
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find its way into the hands of every 
accountant and lawyer engaged in tax 
practice. 

The first group of articles concern 
estate and gift taxes. These include 
“How to Prepare an Estate Tax 
Return,” “Life Insurance Planning for 
[estate and Gift Taxes,” ‘Tax Planning 
for the Income of a Decedent and His 
Estate,” “Avoidance of Double Death 
Taxation of Estates and Trusts” and 
“The Effect on Estate Planning of Ef- 
fective Business Organization.” 

The next group covers problems in- 
volved in procedure in tax matters and 
includes such topics as “Phases of Tax 
Administration,’ “The Preparation of 
Protests and Briefs Enforcing Tax 
Liens,’ “Tax Court Pleadings and 
Rule 50 Settlements,” ‘Federal Tax 
Liens and Their Enforcement,” “Rep- 
resenting Individuals Charged with 
Tax lvasion” and “Closing and Com- 
promise Agreements.” One of the 
healthy signs noted in the Fifth Annual 
Institute is the greater participation by 
representatives of the Treasury De- 
partment and the Bureau of Internal 
Revenue. There were twelve papers 
delivered by “Government” men at this 
meeting as compared with four in 1945. 
This Institute is becoming a meeting 
place where private tax practitioners 
and their adversaries can meet and dis- 
cuss their common problems. Some of 
the topics presented by these repre- 
sentatives of the Government were: 
“Problems in Administration in the 
Collector’s Office” by Collector John- 
son of the Third District, New York; 
“Current Tax Issues” by Stanley Sur- 
rev, Tax Legislative Counsel of the 
Treasury Department; and “Admini- 
strative Problems Faced by the Excess 
Profits Tax Council” by Judge Hamel, 
Chairman of that body. Indeed, one of 
the more memorable remarks in this 
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book is made by a member of the Of- 
fice of the Tax Legislative Counsel in 
his talk on ““The Administrative Proce- 
dure Act and the Bureau of Internal 
Revenue,” when he refers to the Ad- 
ministrative Procedure Act as the 
“Full Employment Act for Lawyers.” 


Income tax is the subject of the next 
series of articles, which include ‘“‘Buy- 
ing and Selling Real Estate,” ‘‘Mar- 
riage, Divorce and Taxes,” “Cancella- 
tion of Indebtedness,” “Stock Redemp- 
tions,” “Dividing an Existing Busi- 
ness,” and ‘Buying and Selling Securi- 
ties.” The book concludes with some 
discussions of excess profits tax relief, 
with articles on “Section 722 in the 
Light of Recent Tax Court and Treas- 
ury Study,” “Claiming and Getting 
Relief under Section 721” and “Claims 
under Section 711.” 

Suppose the tax practitioner is con- 
fronted with the tax aspects of liquidat- 
ing a corporation and transferrihg its 
assets to another corporation. After 
he has completed his preliminary re- 
search and has begun to draft his ideas 
on the problem, his next step would be 
to turn to this book. The Table of Con- 
tents shows one article that directly dis- 
cusses the problem: ‘Liquidating a 
Corporation,” and two others which 
might be of help: “Recapitalizing an 
Existing Business” and “Merging with 
Another Business.” The many sugges- 
tions and abundant citations in these 
papers would certainly aid in working 
out the problem. As a final check a 
glance through the ‘Table of Statutory 
References” would show any incidental 
statements with respect to relevant 
Code sections, such as those covering 
recognition of gain or loss and basis, 
which are contained in articles on other 
topics. 

The Mock Tax Court Trial, which 
proved so popular in the 1945 Insti- 
tute, is presented again this year. Jacob 
Rabkin acted as counsel for the tax- 
payer and Martin Lore, a special at- 
torney of the Bureau of Internal Re- 
venue, represented the Commissioner. 
The issues involved were the reason- 
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abless of surplus accumulation and the 
reasonableness of an officer’s salary. 
As those who were there can attest, 
the atmosphere of the Tax Court was 
realistically created and a knowledge 
of the enormous amount of pre-trial 
preparation required can be gained 
from a study of the papers, including a 
trial memorandum of the taxpayer’s 
counsel. Any practitioner who is pre- 
paring a case for the Tax Court should 
receive great practical assistance from 
a careful study of the method followed 
in preparing for this case. Despite this 
careful preparation, it is interesting to 
note that a surprise witness for the 
Commissioner nearly disorganized the 
presentation of the taxpayer's case. 


An extensive topical index adds 
materially to the effectiveness of this 
book as a reference manual. Another 
helpful feature is a table listing each 
section of the Internal Revenue Code 
and pages of the book on which dis- 
cussed. 

The papers published in this book 
are the product of extensive research 
and experience on the part of each con- 
tributor. The specific suggestions and 
the wide citation of cases, rulings, and 
regulations may prove invaluable in 
helping to solve a particular problem. 
Substantial aid in exploring only one 
problem would be ample justification 
for the purchase of this book. 


Obviously, no one book can cover 
the field of Federal taxation, but by 
selecting the current perplexing prob- 
lems and analyzing them exhaustively, 
the annual Institute of Federal Taxa- 
tion continues to make a real contribu- 
tion to tax literature. The soundness 
of this Institute idea is forcefully il- 
lustrated by the number of Institutes 
on Federal Taxation which have 
sprung up in imitation of those con- 
ducted under the auspices of New York 
University. All interested in profes- 
sional education should congratulate 
its leaders and wish them continued 
success. 


Pau. D. SEGHERS 
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Analysis of Railroad Operations, 
hy Joseph L. White. New York, 
SIMMONS-BOARDMAN PUBLISHING 


CORPORATION, 1946. xi - 306 
pages, $5. 


lhis is the second edition, and a 
‘omplete revision, of a work originally 
published in 1925. The author 1s well 
qualified by experience to produce such 
a work as for more than thirty vears 
he has been associated with railroads 
as a specialist in the accounting and 
statistical analysis of their operations. 
He has served as Statistician to the Di- 
rector General of Railroads in World 
War I and as Executive Officer of the 
Office of Defense Transportation in 
World War II. The author is to be 
complimented on—to quote from the 
jacket “blurb”—‘the clarity of style 
which makes the book easy reading for 
the uninitiated.” 

The general subject is comparison 
of railroad operations, largely by means 
of the system of accounts and reports 
prescribed by the Interstate Commerce 
Commission. In twenty chapters the 
author takes the reader through such 
divisions of the subject as general prin- 
ciples of railroad accounting, the in- 
come statement, operating revenues, 
operating expenses, maintenance and 
repairs of way and structures and of 
equipment, utilization of equipment, 
traffic and general expenses, and budg- 
etary control. The practical applica- 
tion of the principles of analysis as set 
forth in these chapters is exemplified 
in the last chapter, which consists of 
a comparative analysis of the actual op- 
erations of two large railroads in the 
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year 1941, based on their reports to 
the Interstate Commerce Commission. 

The work should be interesting and 
useful to anyone who undertakes to 
study and interpret railroad reports 
and = statistics—particularly — railroad 
executives, investment analysts, and 
economists. As far as railroad ac- 
countants are concerned, they must be 
thoroughly familiar with the system of 
accounts and reports, and therefore the 
value of the book to them would, it 
seems, be limited to such broadening 
of their viewpoint as might be neces- 
sary to enable them to understand the 
ultimate value of their work in prepar- 
ing reports and statistics. 

WirtrAm H. Bett. 

Of Haskins & Sells, New York. 


Excess Profits Taxes 
(1947 ldition), 


by J. K. Lasser; Edited by Jacquin 

1). Bierman. SIMON AND SCHUSTER, 

New York, 1947. 125 pages, $1.00. 

This is the sixth annual revision of 
this standard Excess Profits Tax Guide 
which, although primarily designed for 
experienced tax practitioners, will be 
helpful to novices in the field. Accord- 
ing to the “Introduction” it is “almost 
entirely devoted to the reporting of two 
points—the trend in the decisions un- 
folding and some of the excess profits 
controversies that still seem to be left.” 

This vear’s edition has had the bene- 
fit of the editing of Mr. Lasser’s pre- 
vious labors by Jacquin D. Bierman, 
Esq., himself an authority on excess 
profits tax matters. 
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THE UNVERSITY OF THE STATE 
OF NEW YORK 


The State Education Department 
Albany 1 


REVISION OF ARTICLE XI OF THE REGULA- 
rIONS OF THE COMMISSIONER OF EDUCATION 
Re: CERTIFIED Pustic ACCOUNTANCY 


Approved by Board of Regents 
March 21, 1947 


: %) Preliminary Requirement 

The preliminary education requirement for 

Imission to a registered course of study in 

college or school of accountancy shall be 
the satisfactory completion of a four-year 
secondary school course of study approved 
ior this purpose, or the equivalent as deter- 
mined by the Commissioner of Education. 
s 91 Professional requirements 

1 Candidates for the certified public ac- 
countant certificate who have completed their 
course of study in a college or school of 
accountancy registered by the Department as 
maintaining a satisfactory standard, or its 
equivalent as determined by the Commis- 
sioner, shall be entitled to admission to the 
examination in theory of accounts, in com- 
mercial law and in auditing 

2 Candidates who thereafter complete 
three years of diversified accounting experi- 
ence satsfactory to the State Board of 
Certified Public Accountant Examiners, sub- 
ject to review by the Commissioner of Edu- 
cation, shall be entitled to admission to the 
examination in practical accounting. Diversi- 
fied accounting experience to be considered 
satisfactory shall be such as to have required 
the intensive application of accounting princi- 
ples and auditing procedures 

3 Upon passing the above examinations 
and meeting all other requirements estab- 
lished by law and the regulations of the 
Commissioner, the candidate will be entitled 
to the certified public accountant certificate. 


s 92 Other Requirements 
1 The certified public accountant exami- 
nations shall be held at such times and places 
as shall be determined by the Commissioner. 
_2 A candidate for admission to the certi- 
fied public accountant examination must show 
to the satisfaction of the Commissioner of 
Education that: 
a He is a citizen of the United States or 
has declared his intention of becoming 
such citizen. 


1947 


b He resides in or has a place for the 
regular transaction of business in the 
State of New York. 


c He is of good moral character. 


a 


3 Each application must be accompanied 
by a recent photograph approximé itely two by 
three inches in size and by a fee of $25, which 
fee shall entitle the candidate to two complete 
examinations. Examinations in two or more 
subjects are considered a “complete” exami- 
nation. No fee is required of a candidate who 
is scheduled by the Department for a single 
subject only. A candidate who passes two 
subjects in any one examination shall not be 
re-examined in such subjects. However, a 
candidate who passes the subject of practical 
accounting shall not be re-examined in that 
subject. 

4 The passing mark in each subject shall 
be 75 per cent. 

5 An application for admission to the 
examination in theory of accounts, in com- 
mercial law and in auditing shall be filed with 
the Department not less than 30 days prior 
to the date of the examination; an application 
for admission to the examination in practical 
accounting shall be filed with the Department 
not less than 90 days prior to the date of the 
examination. Any false or misleading infor- 
mation in connection with any application 
may be cause for exclusion from the exami- 
nations on the ground of lack of good moral 
character. If the Department finds that the 
application is complete and that all of the 
requirements of the statute and of the regula- 
tions have been met, it shall issue to the 
applicant an admission card which shall ad- 
vise him of the time, date and place of the 
examination. When the candidate submits 
each examination paper he shall exhibit his 
admission card to the examiner. At the con- 
clusion of the final examination the examiner 
shall retain the card. 

6 Licensing examinations shall be con- 
ducted in accordance with the following pro- 
cedure and any candidate violating such 
procedure may be dismissed from the ex- 
amination room or otherwise disciplined. 

a No candidate shall enter the examina- 
tion more than 45 minutes after the 
question papers have been distributed 
nor shall any candidate leave the ex- 
amination until 45 minutes have elapsed. 

b During the examination no candidate 
shall communicate with any other can- 
didate in any way. 

c A candidate shall not bring books or 

other help of any kind into the examina- 
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tion room unless directed to do so by 
the Department because of the character 
of the examination. 

d After handing in his last paper in any 
examination each candiate shall make 
and subscribe to a statement to the 
effect that he has neither given nor 
received aid during the examination. 


EXTRACT FROM THE 
TWELFTH ANNUAL REPORT 
of the 
SECURITIES AND EXCHANGE 
COMMISSION 
For the Fiscal Year Ended June 30, 1946 


ACTIVITIES OF THE COMMISSION IN ACCOUNT- 
ING AND AUDITING 


The preparation, filing and, in some cases, 
other publications of financial statements for 
the information of the investing public and 
of the Commission is a fundamental require- 
ment under the Securities Act of 1933, the 
Securities Exchange Act of 1934, the Public 
Utility Holding Company Act of 1935, and 
the Investment Company Act of 1940. To 
ensure the adequacy and reliability of such 
statements the Commission is given, under 
each of these Acts, broad authority in matters 
of accounting—including important functicns 
with respect to the basis, form, and content 
of financial statements. In those areas where 
specific rules and regulations as to the meth- 
ods of accounting to be followed are neither 
practicable nor desirable, guides are found in 
accounting principles which have been recog- 
nized as sound by professional accountants 
generally. In this area chief reliance for the 
protection of investors and the public there- 
fore rests largely in the administrative deter- 
mination of the»applicable accounting and 
auditing principles and procedures properly 
to be followed in the preparation of financial 
statements. 

This large segment of the Commission's 
accounting activities presupposes constant 
contact and cooperation between the Commis- 
sion and representative professional bodies 
and, in those cases where the accounting 
issue is of considerable importance and has 
wide application, may result in the publication 
of Accounting Series Releases. It would be 
difficult to express in quantitative terms the 
extent of the Commission's treatment of 
accounting questions by these administrative 
means. However, a very large portion of 
the time of the accounting staff is spent in 
the discussion of such cases with registrants 
and their accounting and legal advisers. In 
addition, there is an overgrowing volume of 
inquiries as to propriety of particular ac- 
counting practices being made by accountants, 
and by companies not presently subject to any 


of the Acts administered by the Commission, 
who wish to ascertain the Commission's 
policy in such matters and thus utilize and 
apply the Commission’s experience to the 
facts of their own case. 

The organization of the accounting staff of 
the Commission is especially designed to fa- 
cilitate informal consideration of accounting 
matters. The Chief Accountant acts as the 
Commission’s chief adviser and consulting 
officer on accounting matters and has general 
supervision over the establishment and execu- 
tion of Commission policy with respect to 
accounting and auditing principles or prac- 
tices. He is assisted directly by an assistant 
chief accountant and, in addition, an assistant 
chief accountant is assigned to and directly 
responsible for the examination of financial 
data and other accounting work in the three 
operating divisions, namely, the Corporation 
Finance Division, the Trading and E xchange 
Division, and the Public Utilities Division. 

The majority of accounting problems arises 
as a result of examination of financial state- 
ments received. Where the examination of 
the statements reveals that the rules and 
regulations of the Commission have not been 
complied with or that applicable accounting 
principles have not been followed, the ex- 
amining division directs the attention of the 
registrant to the deficiencies by letter. These 
letters of comment and the correspondence 
or conferences that follow continue, as in the 
past, to be a most convenient and satisfactory 
method of effecting corrections and improve- 
ments in financial statements. 


Reconversion to Peacetime Activities 
and New Registrants 


The past fiscal year has seen the cessation 
of hostilities and the lifting of wartime cen- 
sorship and secrecy *restrictions as_ they 
affected the publication of financial informa- 
tion. The effect on financial reporting of the 
termination of war contracts and the recon- 
version of business to a peacetime basis was 
anticipated in the last annual report. That 
report discussed the adoption in July 1945 of 
a program of quarterly reporting of dollar 
amounts of sales and unfilled orders showing 
separately sales made pursuant to war con- 
tracts. At the same time immediate reports 
were required in the event of the termination 
of a war contract the uncompleted portion 
of which amounted to over 20 percent of the 
registrant's total sales for the previous fiscal 
year. This program was designed to keep 
investors and the public abreast of vital 
changes in the volume of business during the 
period of transtition from war production to 
peacetime ope rations. ! 

The end of the war early in this fiscal year 
and the termination of war contracts led to 
the recission of this reporting program and 
to the adoption of a general program of quar- 


1 Securities Exchange Act Release No. 3718, July 23, 1945. 
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terly reports of the volume of business being 
done by most issuers having securities regis- 
tered on national securities exchanges.2 2 Prior 
to adoption, preliminary drafts of the pro- 
posed new rule and report form were modi- 
fied to reflect comments obtained from 
technical and professional associations, gov- 
ernmental agencies, national securities ex- 
changes, individual companies, public account- 
ants, attorneys, and many other interested 
persons. Of particular interest is the adoption 
of the suggestion that if the registrant pub- 
lishes or issues to its stockholders a quarterly 
report containing the information required 
by the new rule, such report may be substi- 
tuted for information called for in the form 
prescribed. Initially insurance companies, 
investment companies, common carriers, and 
public utilities were exempted by the rule. 
Following discussions with representatives of 
the sugar industry at the close of the fiscal 
year the rule was amended$ to exempt com- 
panies primarily engaged in the production of 
raw cane sugar or other seasonal single-crop 
agricultural commodity since such producers 
ordinarily have no sales in two or more of 
their fiscal quarters. 


An important problem of the current year 
which was forecast in our last annual report 
involves the proper disposition of war re- 
serves and the treatment of war costs, losses, 
and expenses recognized during the year. 
Throughout the year extensive consideration 
was given by corporation and public account- 
ants as well as the Commission to the ques- 
tion of the extent to which current repairs 
and maintenance, strike expenses, inyentory 
losses, loss on war facilities, and plant recon- 
version expenses might properly be charged 
back against war profits, thus relieving the 
current income account. In view of the wide 
diversity in opinion as to the proper treat- 
ment of such items, the problems were sub- 
mitted for comment to a large and represen- 
tative group of registrants, professional and 
technical associations, financial services, 
accountants, attorneys, and others concerned. 
A substantial majority concurred in the staff 
proposal to deal with the problem during this 
transition period by requiring a specific form 
of disclosure in the financial statements. 


The rule adopted+ therefore required that 
where war items are excluded from the in- 
come account and carried directly to surplus 
or reserve accounts, the net aggregate amount 
so excluded is to be set forth following the 
net income for the period. The nature, 
amount, and treatment of such items, includ- 
ing the tax effect of the treatment employed, 
is to be explained. In addition, appropriate 
disclosure is required of any substantial war 
items included in the income statement. 
Finally, a statement is required of the princi- 


ple followed in classifying particular items 
as attributable to conditions arising out of the 
war or its termination. 

A second major problem arising from war 
conditions was precipitated by the President’s 
termination on September 29, 1945, of the 
period for the tax amortization of war facili- 
ties. For tax purposes, emergency war 
facilities acquired after December 31, 1939, 
under certificates of necessity could be amor- 
tized over a 60-month period or less if the 
President declared the emergency ended prior 
to the elapse of 60 months. The result has 
been that many companies have kept their 
books on this tax basis and as of September 
30, 1945, wrote their emergency facilities 
down to zero. For assets not largely amor- 
tized this resulted in a substantial amortiza- 
tion charge in 1945, often for facilities having 
continuing usefulness for peacetime opera- 
tions. If this procedure is followed in the 
preparation of general financial statements, 
one result is that subsequent balance sheets 
may be viewed as understated because of the 
omission of substantial and useful assets. At 
the same time postwar earnings will fail to 
include any charges for the use of these 
assets, and to that extent may be viewed as 
overstated. This problem is being actively 
debated in business and professional account- 
ing circles and is the subject of continuing 
study and research on the part of the 
Commission. 


Another development has been an almost 
unprecedented flood of registration statements 
for the sale of securities to the public. Else- 
where in this report it is noted that over 750 
registration statements were filed during the 
fiscal year. Many of these were for companies 
with previous registration experience taking 
advantage of current low interest and divi- 
dend rates to refinance their bond and pre- 
ferred stock issues. Many companies, how- 
ever, were seeking new capital for the first 
time since the enactment of the Securities 
Act of 1933 and in other cases security hold- 
ers in closely held enterprises were seeking 
to sell part of their holdings to the public. 
Even in the first group experienced account- 
ing executives and public accountants with 
extensive experience with financial statements 
filed with this Commission encountered 
unique and controversial accounting prob- 
lems largely of a war or reconversion origin. 
Of the latter group many had never before 
been subject to the financial reporting stand- 
ards of a stock exchange or of a securities 
commission; hence, both the companies and in 
many cases their independent public account- 
ants had to face many new problems. 

Mention has been made in previous reports 
of the extensive use of informal conferences 
and correspondence as a means of dealing 


2 Securities Exchange Act Release No. 3803, March 28, 1946. 


* Accounting Series Release No. 54, March 30, 


1947 


> Announced in Securities Exchange Act Release No. 3832, July 12, 1946. 
1946. 
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with difficult accounting and auditing ques- 
tions. These administrative procedures have 
long proved extremely effective as a means 
of arriving at solutions of novel or complex 
questions since they afford an opportunity 
not only to arrive at a mutual understanding 
of the facts but also to work out a solution 
properly protective of investors’ interests and 
agreeable to all involved. In the case of new 
registrants these conferences have been par- 
ticularly useful in advance of filing as a 
means of obtaining compliance with sound 
accounting and disclosure principles, thus 
avoiding deficiencies and delay when the fil- 
ing is made. Because of their importance to 
the efficient administration of the Securities 
Acts, it is appropriate to describe two typical 
informal procedures of this kind. 

The first illustration is a case which in- 
volved the propriety of a company *s method 
of apportioning against income the loss in 
useful value of its fixed assets. The company 
followed an inventory and retirement method. 
While agreeing that the method had long 
ago been discredited among industrial com- 
panies generally (among public utility com- 
panies in more recent years), this industrial 
company contended that the method was ap- 
propriate under the particular facts of its 
case. After the initial correspondence four 
conferences were held, at three of which the 
company’s independent public accountants 
were present. The Commission, after care- 
ful examination of the facts and of the con- 
tentions presented in a written memorandum 
from the company adopted the staff recom- 
mendation that depreciation methods be re- 
quired in lieu of the inventory-retirement 
method, because the latter in fact resulted in 
an improper determination of profits as be- 
tween years and in an overstatement of 
balance sheet assets. In order to allow the 
company ample time in which to make the 
change-over, the company was permitted to 
give effect to the revision in its statements 
of the following year. 

A second illustration involved the treat- 
ment of a stock dividend. In the company’s 
application, filed with the New York Stock 
Exchange and with the Commission, for the 
registration of the necessary shares, the com- 
pany indicated that this dividend would be 
charged against earned surplus at a per-share 
amount, stated in the application, represent- 
ing the fair value of the shares to be issued. 
Later, in an amended application, the amount 
per share of the charge against earned surplus 
for the dividend was changed to a lesser 
amount represented by the par value of the 
shares. The staff advised the company that 
applicable accounting principles required a 
charge against earned surplus in the amount 
of the fair value of the shares. However, in 
the company’s annual report filed shortly 
thereafter the accounting treatment to which 


5 Sembee 16, 1945. 
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the staff had objected was followed. More- 
over, the report of the independent public 
accountants accompanying the company s 
financial statements contained an explicit ex- 
ception to the company’s failure to account 
for the dividend at fair value rather than 
the lower par value figure. The company 
was again requested to change its accounting 
treatment of the transaction, but declined to 
do so. After reconsidering its position and 
reviewing the case in detail, the staff again 
advised the company that the annual report 
should be amended in accordance with its 
earlier recommendations and those of the 
independent accountants. Failing this, the 
staff indicated it would consider the report 
false and misleading and would accordingly 
recommend that appropriate formal action be 
taken by the Commission to determine 
whether the company had failed to comply 
with the provisions of the Securities Ex- 
change Act and the rules and regulations 
thereunder. Following this interchange of 
views the statements were amended without 
resorting to formal action. 


Developments in the Field of Accounting 

Principles and Procedures 

Certain developments in the field of ac- 
counting principles and procedures arising 
out of war conditions and reconversion to 
peaceful pursuits have been mentioned in 
preceding paragraphs. An associated prob- 
lem, the proper treatment of corporate income 
taxes, was of particular importance due to the 
existence of high wartime rates and numerous 
differences in accounting treatment of sub- 
stantial items in determining taxable income 
and income for financial reporting pu poses 
Extended discussions of this subject of “tax 
reductions” or so-called “tax savings” which 
were in progress at this time last year be- 
tween the Commission and representatives 
of professional accounting societies and others 
were concluded and the Commission’s opinion 
was published as Accounting Series Release 
No. 53.5 This opinion “In the Matter ot 
‘Charges in Lieu of Taxes’” contains an ex- 
tensive discussion of the Commission’s views 
as to the procedures to be followed in ac- 
counting for reductions in income taxes as a 
result of premiums and expenses incurred in 
refunding bonds, substantial loss sustained on 
the abandonment of properties, and the taking 
of accelerated amortization on emergency 
war facilities. 

This opinion dealt with a mney which 
had been growing up for some time, a prac- 
tice tolerated by some accountants and sin- 
cerely advocated by others, pursuant to w hich 
the current income account is charged, under 
the heading of income taxes or charges in 
lieu of income taxes, not only with the actual 
amount of income taxes expected to be paid 
by the company but also with an addditional 
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sum equivalent to the reduction in taxes 
brought about by unusual circumstances in a 
particular year. This additional charge 
against income is, in most cases, offset either 
y a credit to surplus or by utilizing the re- 
duction for some special purpose such as 
eliminating a portion of unamortized dis- 
count on bonds. The amount of the estimated 
reduction has been colloquially termed a “tax 
saving” and the general problem loosely re- 
jerred to as the “treatment of tax savings.” 
The principal conclusions announced in the 
pinion were that: 

1. The amount shown as provision for taxes 


should retiect only actual taxes believed to be 
payable under the applicable tax laws; 


The use of the caption * ‘charges or provisions 
in lieu of taxes” is not acceptable; 


we 


3. If it is determined, in view of the tax effect 
now attributable to certain transactions, to 
accelerate the amortization of deferred charges 
or to write off losses by means of charges to 
the income account, the charge made should 
be so captioned as to indicate clearly the 
expenses or losses being written off. 


During the year, efforts were continued 
looking to a solution of a perennial account- 
ing issue—whether there are circumstances 
under which certain items of income, expense, 
or loss may justifiably be excluded from the 
computation of net income as shown by the 
profit and loss statement and carried directly 
to earned surplus. Accountants have not yet 
agreed upon any general principles as to the 
proper way of identifying such items and dis- 
posing of them. Nevertheless, depending on 
the treatment of particular items of a non- 
recurring or unusual nature as between in- 
come or surplus, it is possible to vary re- 
ported earnings within very wide limits, thus 
making intelligent analyses and comparisons 
dificult and sometime impossible. A_ staff 
study of charges and credits made directly 
to earned surplus, supplementing and extend- 
ing earlier studies, reconfirmed the complete 
lack of consistency in the treatment of surplus 
entries as between companies, between ac- 
countants, between the same company’s re- 
ports for different years, and between reports 
certified by the same accountants. In addi- 
tion, a round table discussion to consider the 
subject was sponsored by the Commission 
and was attended by representatives of ac- 
counting organizations and others interested 
in the problem. The results of these studies 
have been made available to members of pro- 
fessional accounting groups specially inter- 
ested i in the problem and a free exchange of 
ideas between the staff and these groups has 
been a feature of the past year. A summary 
i the results of the current year’s study was 
published in “The New Y ork Certified Public 
Accountant.6 It is believed that definite 


“Wil illiam W. Werntz and Earle C. King, 
September 1946. 
, Accounting Series Release No. 


Act haa No. 3828, June 20, 1946. 
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May 22, 1946. 
“A Proposal to Safeguard lee te in Unregistered Securities, 


progress has been made toward a more uni- 
form treatment of these perplexing items. 

Consideration of proposals for a thorough 
revision of the accounting requirements ap- 
plicable to management investment companies 
as laid down in Article 6 of Regulation S-X 
was advanced considerably during the year. 
A restatement of Article 6 incorporating 
many of the recommendations of the National 
Association of Investment Companies and of 
the American Institute of Accountants was 
published accompanied by a comprehensive 
discussion of the proposals and explanation 
of remaining points of difference between 
the Commission's staff and outside commen- 
tators. Announcement was made on May 22, 
1946, that a public conference would be held 
by the Commission on July 9, 1946, to con- 
sider the revised proposals.? All interested 
persons were invited to attend or to file any 
comments desired. It may be noted that the 
procedure followed in the consideration of 
these important amendments to the Commis- 
sion’s accounting rules conformed substan- 
tially to that required by Section 4 of the 
Administrative Procedures Act which _be- 
came law June 11, 1946, and, as to rule 
making, is effective September 11, 1946. 

Other examples of the Commission’s prac- 
tice of discussing particular problems with 
specialists in various fields include a confer- 
ence with representatives of the New York 
Society of Security Analysts on the subject 
of financial data secured by the Commission. 
Further, attention was given to financial re- 
porting by mining corporations and a helpful 
conference was held with the American Insti- 
tute of Accountants’ subcommittee on mine 
accounting. 

On June 20, 1946, the Commission an- 
nounced that it had submitted to Congress a 
report’ recommending the extension of cer- 
tain protective features of the Securities 
Exchange Act of 1934 to unregistered cor- 
porations having at least $3,000,000 in assets 
and at least 300 security holders. The report 
contains studies of stockholders reports of 
unregistered companies, the principal, if not 
the only, source of public information as to 
the financial affairs of such companies. The 
study disclosed that in practically every case 
the statements failed to disclose information 
that is of considerable significance to in- 
vestors. Frequently, such companies failed to 
make public a full set of financial statements. 
In many cases, the available financial state- 
ments were deficient as to the form and con- 
tent of the balance sheet and income state- 
ment and failed to make adequate disclosures 
in footnotes. In some instances, it appeared 
that improper or unsound accounting princi- 
ples had been followed. The study showed 


“‘An Analysis of Charges and Credits to Earned Surplus,” 


” 


announced in Securities Exchange 
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The 


that in 90 percent of the cases the statements 
were certified by public accountants. 


An important conclusion of the Commis- 
sion as expressed in the report was that 
whatever a certifying accountant’s personal 
views may be about the necessity or desira- 
bility of disclosure, it was apparent in the 
cases studied that management policy was the 
factor which determined the nature of the 
annual report and that unless accountants 
can point to legal requirements as to the ex- 
tent of disclosure they are often unable to 
insist on a position contrary to that of the 
management. The Commission further con- 
cluded that accountants need and should have 
the support of the Commission’s accounting 
regulations.? It was noted that a similar 
finding with respect to the position of ac- 
countants in Great Britain was made by a 
committee of the Board of Trade investigat- 
ing the need for amendments to the Com- 
panies Acts.10 


Several cases involving the use of inade- 
quate or deliberately false financial state- 
ments with the effect of working a fraud on 
investors were considered by the Commission 
during the year. Jn the Matter of Suburban 
Electric Securities Co.11 is a sequel to the 
case reported in this section of last year’s 
report. That case reported an action taken 
to force the registrant to correct grossly in- 
adequate financial statements. The current 
case dealt with a request for withdrawal of 
the registrant's securities from listing and 
registration. It seemed clear that the inade- 
quate financial information furnished to stock: 
holders prior to the intervention of this Com- 
mission assisted the management in a 
program of repurchase of the company’s 
senior securities while the management re- 
tained its own holdings of all classes of 
securities. The terms imposed for withdrawal 
from listing and registration and for the con- 
tinuance of the repurchase program included 
a vote by stockholders who had first to be 
furnished with company and consolidated bal- 
ance sheets, itemized surplus statements, and 
profit and loss statements conforming to gen- 
erally accepted accounting principles, as of a 
time within the past 12 months. 


In the case of Albert M. Greenfield & Co.,12 
an unregistered company, public investors 
had been sold long-term debentures which 
after business reverses and interests defaults 
sold in the over-the-counter market at a con- 
siderable discount. In the spring of 1945, 
after a substantial improvement in financial 
conditions due to the war, the company 
through an affiliate (a relationship unknown 


*See the stock dividend i!lustration above. 

10 Report of the Committee on Company Law 
11 Securities Exchange Act Release No. 3822. 
12 Litigation Releases No. 302, Nov. 7, 1945, 
3 Securities Exchange Act Release No. 3716. 


14 Securities Exchange Act Release No. 3772. 
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to the investors) purchased some of the de- 
bentures at much less than their book value. 
Investigation disclosed that the debenture 
holders were consistently denied information 
but were referred to the indenture trustee 
who in turn was repeatedly denied audited 
financial reports required under the trust in- 
denture. The Commission's court action was 
withdrawn after the company agreed to have 
its books audited by a representative firm of 
accountants, to furnish copies of the auditors’ 
reports to the trustee, and to furnish deben- 
ture holders audited reports in a form satis- 
factory to the Commission. The company 
also was required to offer to rescind all de- 
benture repurchase transactions since the 
initiation of the program in March 1945, 

Two cases in which broker-dealer registra- 
tions were revoked included elements similar 
to the cases just presented. In onel!3 of the 
cases material misrepresentations with re- 
spect to a company’s financial condition as- 
sisted in inducing stockholders to sell their 
holdings to agents of officers of the company. 
In this case the officers knew that the busi- 
ness was in a better condition than repre- 
sented. In the other case, the company 
publicly offered and sold its preferred stock 
without disclosure that statements and figures 
in the prospectus used in connection with the 
sale were based on false, fictitious, and mis- 
leading bookkeeping entries and on assets of 
doubtful value.!4 


Developments in the Field of Auditing 
Practices and Professional Conduct 
Last year we reported on a case in whicha 

certified public accountant failed to perform a 

satisfactory audit of the books of a securities 

broker-dealer. This field of auditing and re- 
ports of public accountants required by our 

Rule X-17A-5 has caused us some concern 

during the past year. The two cases men- 

tioned in the preceding paragraph contained 
evidence of unsatisfactory work by public 
accountants. Examination of reports filed 
during the year and correspondence con- 
ducted in connection with some of the reports 
also indicated that many broker-dealer audits 
are performed by accountants unfamiliar with 
the Commission’s requirements and appar- 
ently not well-versed in the general require- 
ments of up-to-date auditing procedure as set 
forth in publications of the American Insti- 
tute of Accountants and elsewhere. A 
thorough discussion of the problem was had 
with representatives of the American Insti- 
tute of Accountants following which plans 
were made to undertake a program of educa- 
tion in an effort to improve the work done in 
this special field. A general editorial calling 
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attention to the problem in very strong terms 
was published in the Journal of Accountancy 
in June, 1946. 15 

In another field of business a case was 
considered by the Commission in which it 
was found that the auditor was not independ- 
ent and the audits made were not in accord- 
ance with generally accepted auditing stand- 
ards applicable in the circumstances.!6 The 
record in the case revealed that the account- 
ing firm in question had certified the financial 
statements of the registrant over a 5-year 
period. In one of those years, the accountant 
engaged the treasurer and bookkeeper of the 
registrant to do the detailed auditing work 
including the preparation of working papers. 
In the other years, the detailed auditing work 
was done by a member of the accountants’ 
staff who did not make that critical and 
bjective examination which is the obligation 
of an independent accountant and in particu- 
lar he failed to investigate adequately trans- 
actions between the registrant and its parent 
and affiliates and to disclose that substantial 
amounts of the receivables and payables were 
due from or to the parent and affiliates. In 
four of the years no adequate review of the 
auditing work was made either by the head of 
the certifying firm or by a certified public 
accountant who was engaged to review the 
working papers and to sign the report. It 
was also found that the business relations of 
the head of the accounting firm and the presi- 
dent of the registrant were so intimate as to 
preclude any independent approach to the 
audit. 


SECURITIES AND EXCHANGE 
COMMISSION 
The Securities and Exchange Commission 
today announced the resignation of William 
W. Werntz as Chief Accountant of the Com- 
mission effective April 25, 1947, and the ap- 





apt A W:; arning to Auditors,” 
% Red Bank Oii Co., 


June 1946, p. 447. 


1947 


pointment of Earle C. King, presently As- 
sistant Chief Accountant, to succeed him. 
Andrew Barr was appointed Assistant Chief 
Accountant. 


Mr. Werntz joined the Commission’s staff 
in 1935 as an cpa and became Chief 
Accountant on May 21, 1938. Formerly he 
was a member of Finn faculty of Yale Uni- 
versity and the Yale School of Law as an 
instructor in accounting and in problems 
dealing with business law and finance. Mr. 
Werntz is a graduate of Yale University 
and the Yale School of Law and has been a 
member of the Connecticut Bar since 1931. 
He is to engage in the practice of public ac- 
counting in New York. 


Mr. King joined the Commission's staff in 
1934 as a senior accountant in the Registra- 
tion Division, was assigned to the Office of 
the Chief Accountant when that office was 
established in December, 1935, and was ap- 
pointed Assistant Chief Accountant on May 
21, 1938. He came to the Commission from 
the Reconstruction Finance Corporation and 
formerly had been engaged for over fifteen 
years in the practice of public accounting and 
in industrial and public utility accounting 
work. Mr. King is a resident of East 
Stroudsburg, Pennsylvania. 


Mr. Barr has been a member of the staff 
of the Chief Accountant since 1938, except 
for his service in the Army during which he 
was Assistant Chief of Staff, G-2, of the 
3rd Armored Division. Prior to joining the 
Commission’s staff, Mr. Barr, after a period 
in public accounting, taught accounting at 
Yale University and the Yale Law School. 
He graduated from the University of Illinois 
in 1923 (M. S. 1924) and is a certified public 
accountant in Illinois and a resident of 
Urbana, Illinois. 

April 15, 1947. 
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